SOME NOTES ON “ASSUMPTIONS FOR 
ACCOUNTANTS” 
By ASHLEY FORSTER, F.AS.A., F.C:I:S, 


A rejoinder to Mr. F. R. Morgan's article (under the same title), The Australian Account- 


ant, January, 1953, at p. 29. 


“Fourteenth of March, I think it was’, the Mad Hatter said. 


“Fifteenth”, said the March hare. 
“Sixteenth”, said the Dormouse. 


“Write that down”, the King said to the jury, and the jury eagerly wrote down 
all three dates on their slates, and then added them up, and reduced the answer 


to shillings and pence. 


HE present condition of the current 
“theory of the firm” in economics, 
and its usefulness in the practical day- 
to-day interpretation and forecasting of 
business events, is in somewhat the 
same category as the above-quoted cal- 
culation: after all, on this topic, Lewis 
Carroll is as good an authority as any. 
From this it will be clear that I do 
not share Mr. F. R. Morgan’s apparent 
respect for the alleged ability of the 
current (economic) “theory of the 
firm” to yield useful, meaningful and 
determinate solutions to business prob- 
lems, or its alleged superiority over the 
empirically constructed techniques of 
accounting. 

Mr. Morgan’s initial statement of 
three basic assumptions does not in my 
view reflect anything particularly new, 
unless a simplified re-statement can be 
regarded as both new and original. The 
usefulness of these assumptions has 
yet to be demonstrated.” I suspect 
that they may possess as mischievous a 
quality as any of the older statements 
of “rules” and “conventions” and no 
less a capacity to confuse. Neverthe- 
less, I believe that they possess some 
Merit and in any re-examination of our 
settled practices, preconceptions or pre- 
dilections they should find a place, and 
possibly a usefulness, not immediately 
apparent as a guide for further re- 
search. I would prefer generally to 
put them aside for a more analytical 
examination at a later date. 
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Lewis Carroll—Alice in Wonderland. 


It is not possible to deal fully with 
Mr. Morgan’s arguments, although I 
shall comment on them. I want to 
refer to his treatment of the constant- 
money-value convention, and then to go 
on to deal with two other major aspects 
of his paper in more detail, it being 
understood that I am not here dealing 
at any length with the exposition of 
what he considers to be “the three basic 
assumptions of the theory relating to 
accounting”, although the probable 
drift of some future analysis of his 
ideas may be detected in my comments 
on those postulates, and on some of his 
supporting arguments. 

The difficulties, and the shortcom- 
ings, inherent in conventional financial 
statements flowing from adherence to 
the constant-money-value convention 
are quite well known to most account- 
ants; to some perhaps more so than to 
others, and this awareness is not by 
any means a recent development. 

In this Journal alone critical out- 
pourings have run into many thousands 
of words, but so far no one of these 
critics has developed and presented a 
satisfactory solution. 

The relative silence of the great body 
of practical accountants is explained, 





(1) They cannot be used, e.g., as a substitute 
for the present body of knowledge unless rounded 
out into a theorem. One of my points is that 
they do not show sufficient promise of serving 
this particular purpose so that the ‘disposal’ of 
present accepted concepts is negative and destruc- 
tive rather than ‘‘reconstructive’’ as Mr. Morgan 
apparently believed or hoped. It is in the nature 
of accounting to rest largely on empirical con- 
structs. 
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not by an ignorance of the problems, 
so much as by a sense of awareness of 
the inadequacy of any of the “solutions” 
so far advanced, equally, by an inability 
to bring forward an acceptable solu- 
tion. Mr. Morgan, unfortunately, does 
no more than many critics before him, 
and he too stops, for lack of inspiration, 
once he has (as he believes) “disposed 
of” this conventional device. 

Professor Baxter, lecturing in Lon- 
don recently, not only dealt with the 
problem, but also with all of the pro- 
posed “solutions” so far advanced: he 
concluded his lecture, with that impish 
grin that expresses the academic 
devilry for which he is well known, by 
saying “Well now, you know as much as 
I do, and these (index-number) solu- 
tions won’t work, will they”? 

Mr. Morgan, like other critics, seems 
to attach some importance to the 
balance-sheet totals, “. . . we might 
just as well add horses and pigs and 
call them (the answer) rabbits”, ... 
but I have yet to meet the accountant 
who attaches any special importance 
to the totals, beyond their function as 
an expression of, and one of the end- 
results of, the double-entry process. 
The presence in the balance sheet of 
balances with different “values” does 
not vitiate its usefulness.” 


Two Solutions 

There are two types of solution of- 
fered. One, currently the better of the 
two, concentrates on the income 
account and on the elimination of in- 
ventory gains or losses in order to 
reach a more stable measurement of 
income in each period, viewed more or 
less in isolation. 





(1) Provided, of course, that one understands 
the construction of Balance Sheets—a pre-re- 
quisite that is not avoided by any so-called sim- 
plification of presentation. Montgomery (‘‘Audit- 
ing’’) comments succinctly ... “for those who 
understand Balance Sheets, simplification (of pre- 
sentation) is not necessary, and for those who 
do not—simplification serves no really useful pur- 
i. . a Statements which would meet the 
economist’s ideal for fitting into national aggre- 
gates would be much more difficult to follow and 
to interpret intelligently. 
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The other is more thoroughgoing 
and, so far as I have developed my 
own thinking on the matter, would en- 
tail an analysis of recorded money out- 
lays and receipts by time periods, and 
the application of a series of price in- 
dices to correct the figures for any 
appreciation or depreciation in terms 
of the current purchasing power of 
money. 


I visualise that it would also be desir- 
able to have a “valuation” balance 
sheet, at not less frequent intervals 
than three to five years, which would, 
in turn, reflect fluctuations in market 
values or replacement values as distinct 
from fluctuations in the purchasing 
power of money (the two are not neces- 
sarily identical): this device would 
tend to minimise any harmful effects 
flowing from the recognition in the 
books from time to time of the market- 
value appreciation of assets. This lat- 
ter solution is not as yet fully worked 
out and I must say that I am not at 
all hopeful that I shall be able to re 
solve all of the remaining difficulties in 
an acceptable manner. 


My lack of optimism at this stage 
stems from a doubt that any mutually 
acceptable set of indices would be ar- 
rived at (despite assurances of co- 
operation from the statisticians!). 


Our economist critics might well 
approach the problem with the realisa- 
tion that there is general agreement 
that correction for changes in the gen- 
eral price level is necessary, but much 
less agreement on just how much cor- 
rection is needed in any particular case. 
Imagine the existing indices, supple 
mented by many more, each of them 
yielding somewhat different rates of 
change (and hence different answers) 
and you will see ample scope for dif- 
ferences of opinion®’—far worse than 
we now have. 





(1). . . and misleading presentation or dow?- 
right manipulation of the financial statements. 
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The concluding thought on this mat- 
ter is well expressed by Professor 
Fabricant of New York University, 
a member of the National Bureau of 
Economic Research (U.S.A.) and con- 
sultant to the U.S. Bureaux of the 
Census and of the Budget: — 


. the value of money depends on 
what is to be done with the money; 
whether it is spent on consumers’ 
goods or capital goods; whether it is 
spent on rich man’s goods or poor 
man’s goods. And also, indices of 
the prices even of the same group of 
goods will vary with the compiling 


” 


agency. ... 


Professor Fabricant hopes, however, 
that, since the area of agreement on 
this problem is relatively large and the 
differences to which he refers are not 
great over’ relatively short-time 
periods, the two groups, the account- 
ants and the economists, will come to- 
gether and work co-operatively towards 
asolution. I, too, hope that these com- 
ments of mine will tend to clear the 
ground, and to reduce the areas of mis- 
understanding—even within our own 
ranks. 


Mr. Morgan does not rest with a 
statement of his basic thesis, but ex- 
tends it. In the extension of his argu- 
ment there are two matters which 
seem to me to be of sufficient import- 
ance to be treated here. The first 
relates to Mr. Morgan’s somewhat 
cavalier treatment of accounting prin- 
ciples. Mr. Morgan states rather di- 
dactically that such principles” .. . 
only exist in the imagination. .. .” 
With that statement I rather bluntly 
and disrespectfully disagree. 





(2) At the 61st Annual Meeting of the American 
Institute of Accountants in 1948. 


(3) See, for the substance of i ay 
which follows, F. Sewell Bray, dress 
delivered at Caius College, Canibridge, 1961, re- 
Ported in ‘‘Accounting Research’, October, "1951. 
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It may be quite true that many so- 
called accounting principles are little 
more than working rules of practice: 
nevertheless, if one thinks of a prin- 
ciple as a fundamental concept, and not 
as a rule to guide conduct, some basic 
principles do emerge. 

The second aspect of this matter re- 
lates to Mr. Morgan’s heavy reliance 
on the economic theory of the firm as 
something “dominating accounting”, 
something to which the accountant 
“must frequently resort for guidance” 
and his (I must say) somewhat naive 
statement that “The theory of the firm, 
or the theory relating to the behaviour 
of the business man or entrepreneur 
has been written. . .” and is “more or 
less adequate’’. 

I would include here too his refer- 
ence to “the economist’s modus oper- 
andi...” viz., that “They tend to con- 
sider the problems of the industry or 
collection of firms rather than the per- 
sonal problems of the component con- 
cerns”. Mr. Morgan adds that his 
assumptions “. .. are appropriate to an 
economic theory of the individual firm. 

..” One may well ask, which theory? 

An objection to all this arises from’ 
the fact that it is another example of 
the type of flagellation to which we 
more accounting-minded people have 
submitted meekly, for some years past. 
I suspect because we have usually been 
far too busy to take them seriously. 

Another objection is that, in an 
amazingly short compass, Mr. Morgan 
makes implicit reference to a whole 
range of conflicting ideas surrounding 
the economic theory of the firm—some 
of them, at this present time, the centre 
of a very lively controversy that is 
striking more sparks than any current 
discussions in our own Journal. 

It is only fair that readers should 
know that, up to date, the economists 
confess to an inability to formulate a 
workable dynamic theory of the firm. 
Such static theories as have been de- 
veloped are in sharp conflict. Current 
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contributions centre around attempts 
to understand what the businessman 
does, when and why, in order to be 
able to construct for the first time a 
workable dynamic theory of the firm. 


Some economists believe that the 
businessman’s behaviour is “margin- 
alist” in character,” others that mar- 
ginalism is unrealistic and that a full 
cost theory, with or without margin- 
alist qualifications, is the direction in 
which an answer should be sought. 


The neo-Marshallian school are striv- 
ing to preserve the concept of the in- 
dustry, while more recent monopolistic- 
ally-competitive theories favour the 
concept of the group. A synthesis of 
these views is attempted by another 
school of thought working on the inter- 
dependence of firms—moving away 
from particular equilibrium analysis 
towards a more general equilibrium 
analysis, at best, attempting to bridge 
the gap between the two main schools 
of thought. 

Is this the “theory” to which “.. . 
the accountant must frequently resort 

..’ when he needs useful, meaningful 
and dei2rminate solutions? Is this the 
theory tat is “written” (final and con- 
clusive), that is so much more superior 
to the empirically constructed tech- 
niques of accounting? If Mr. Morgan 
did draw a somewhat long bow, I think 
he really knew better than he allowed 
himself to say. 

Anyone, however, who sets out to dis- 
pose of “all the assumptions of pre- 
sent ‘accounting theory’ ”’ and considers 
the task accomplished in some 3,000 
words, cannot expect to be allowed so 
much latitude in statement. Doubt- 
less he expected, and will welcome, a 
measure of criticism. 





(1) Readers unfamiliar with the meaning and 
content of these terms may go to some of the 
literature to which reference is made at the end 
of this article, but the general drift of this argu- 
yeant. FY reply may be grasped without going 
eyon ‘ 
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Mr. Morgan noticeably refrained 
from tackling the difficult task of de 
fining income, yet he must face up to 
this if his series of assumptions is to 
be “brought alive” and given content. 
He also carefully avoids committing 
himself to “maximisation of income” as 
a necessary objective of the business- 
man. On this point the state of cur- 
rent thought on the matter fully justi- 
fies his attitude. It is, however, only 
fair to add that in taking this stand 
he poises his argument on the horns 
of an economic dilemma without ex- 
plicitly saying so. 


Theoretic Morass 


One may conclude by observing that, 
from an accounting point of view, Mr. 
Morgan need not have committed him- 
self so deeply in the morass of economic 
theory. His ideas, if they stand at 
all, stand well enough on their own feet. 


Economically, it may be that Mr. 
Morgan started out on the wrong foot. 
If we must link accounting practice 
with economic theory, I much prefer 
the views advanced by F. Sewell Bray, 
who states that the two general econ- 
omic concepts of periodic income and 
of wealth are central and fundamental 
to the practice of accounting. He goes 
on to say :— 


“Income is devoted to consumption, 
expenditure and saving, while at 
bottom wealth implies a store of real 
assets.” 

“It should not be difficult’, he says, 
“to see that income is equal to con- 
sumption expenditure plus saving, 
and that fundamentally, saving is 
resolved in asset formating (or if 
you so prefer, capital) expenditure 
which constitutes an addition to 
wealth.” “I think”, he continues, 
“that this gives rise to a formal prin- 
ciple of accounting design which 1s 
expressed by a set of fundamentally 
related accounts, one to measure 


The Australian Accountant, September, 1955 
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periodic income, two to show its 
transfer, three to explain the applica- 
tion of retained income or saving, its 
effect upon wealth, and capital 
changes, and four to measure and 
portray those resources which, to- 
gether, make up the wealth of an 
entity.” 

Relate this to a business enterprise, 
and translate it into accounting ter- 
minology, and you will recognise: a 
profit and loss account, an appropria- 
tion account, a capital reconciliation 
. statement, and a balance sheet. 


There is, however, a significant dif- 
ference in approach. Mr. Sewell Bray 
does not feel that it is necessary to 
commit himself to the series of three 
postulates which Mr. Morgan regards 
as so essential; and, for myself, I am 
not convinced that Mr. Morgan’s pos- 
tulates are either essential or valid. I 
am not prepared to concede, at this 
stage, that his stated corollaries ‘“‘neces- 
sarily follow” and I must deplore the 
atmosphere they acquire of constitut- 
ing a new “theory of accounting”. 


Mr. Morgan does not, of course, go 
quite so far, but students in particular 
need an assurance that they are by no 
means wasting time in making them- 
selves thoroughly familiar with the 
currently accepted concepts, be they 
“rules”, “doctrines”, “conventions” or 
“principles”. 

My reason for not accepting Mr. 
Morgan’s postulates is that he falls 
back on a species of introspection and 
attempts to side track the need for 
stating a theorem by applying tests 
direct to the postulates as if they were 
not postulates at all, but theorems 
based on some other fundamental but 
unstated postulates.’ This is the kind 





(1) Here, I am _ heavily indebted to the ideas 

expressed by Richard Stone in his monograph 
wane Rule of Measurement in Economics’’, Cam- 
ridge, 1951—being the Newmarch Lectures 1948- 
149, given at University College, London. 
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of escape sought by those who support, 
for example, the current ideas on the 
theory of choice. 

This theory is highly developed and, 
unlike Mr. Morgan’s theory, is fully 
worked out and deductively formulated, 
i.e., the theorems are rigorously de- 
ducted from an original set of objects 
and relationships which are concepts 
by postulation. As rigid proof, the 
“method of introspection”—used by 
Mr. Morgan—simply will not do; it is 
foredoomed to failure; it is nothing 
more than a purely private method, in- 
capable of carrying general conviction. 
Mr. Morgan has merely made out a 
prima-facie case. 


His postulates are certainly not un- 
tenable, and, if not strictly and uni- 
versally true, they are at least a plaus- 
ible starting point for some serious 
analysis. 

I would agree, e.g., that there should 
be a resorting of accounting doctrines 
and conventions (and tenets if you 
like) and that principles may be dis- 
tinguished, usefully, from practices or 
working rules. I would like, however, 
to re-state here the five principles 
which Mr. F. Sewell Bray recognises, 
for the reason that his work deserves 
to be kept in the forefront of our think- 
ing and for the further reason that I 
believe Mr. Morgan’s “disposal” of 
allegedly “dead wood” sprang from an 
over-enthusiasm for severe pruning. 
(The modern technique is for lighter 
pruning and a greater abundance of 
blooms!) Mr. Sewell Bray’s five “prin- 
ciples” follow :— 


(1) The familiar idea of double-entry: 
“. . . elementally it seems quite 
axiomatic that if there is a re- 
ceiver of money or its equivalent, 
then there must also be a payer, 
and as we well know money is the 
normal! standard for measuring the 
exchange of goods and services”. 

(2) The entity notion of accounting 
theory: “. . . we cannot begin to 
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shape accounts until we have con- 
sidered either the unit of organised 
activity, or the transactor whose 
history and condition we wish to 
measure or portray in financial 
terms ... we look to the transac- 
tions which take place under one 
roof, whatever that roof may be 
. . . firm, person, company, legal, 
domestic . . . it must have real 
existence and it must be signi- 
ficant for the purposes which 
finally resolve the structure of all 
accounts . . . the measurement of 
periodic income and the measure- 
ment of wealth.” 


“When enterprise is involved, ac- 
counting based on the measure- 
ment of periodic income looks at 
its responsibility from the stand- 
point of continuing entities .. .: 
a principle which orders adjuncts 
to a power of survival goes right 
to the core of economic stability.” 


The consistent employment of ac- 
counting methods: Consistency 
being regarded as a safeguard 
against both the errors of whim 
and fancy and premeditated mis- 
representation. The methods 
which may exemplify this principle 
must be chosen with care “. . . if 
we are to penetrate through to its 
universal sanction in times of quali- 
tative and quantitative change”. 


The formal principle of accounting 
design as expressed in a set of 
fundamentally related accounts 
(1) measuring periodic income; 
(2) showing its transfer and dis- 
position; (3) explaining the appli- 
cation of retained income or sav- 
ing, its effect upon wealth and 
capital charges and (4) measuring 
and portraying those resources 
which, together, make up the 
wealth of an entity. 


I believe that readers who are 
accountants will agree that here, in 
these five principles, is something quite 
fundamental in character which can 
form the basis for much progressive 
research and development and that, on 
current indications, the accountants’ 
viewpoint will be of greater assistance 
to the economist than the reverse of 
this proposition. 


The need for co-operation between 
workers in the two fields is, however, 
paramount and whilst for present pur- 
poses I am happy to tilt at the econ- 
omists in serious vein, the need is for 
light—not heat. I, for one, respect the 
economist’s knowledge of his own field 
of enquiry, having a foot in both camps 
as it were. “Communications” between 
the two classes of workers are, how- 
ever, not good. An interest in things 
economic, stimulated by discussions of 
this character, may go part of the way 
towards bridging the present gap.“ 
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(1) “Costs and Prices,” by S. R. Brown, Law 
Book Co., 1953, is, in my opinion, a useful con- 
tribution, and well worth attention. 
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GOODWILL 


By K. C. McQUEEN 


E COURTS have been required 

to determine questions pertaining 
to the intangible asset, goodwill, and 
in so doing have endeavoured to define 
the term “goodwill.” In the cases cited 
below, the Courts have been concerned 
with the protection of goodwill where- 
as the accountant is concerned with the 
valuation of goodwill. The protection 
of goodwill is not as broad a field as 
the valuation of goodwill and the Courts 
do not decide questions that are not 
before them. Consequently the defini- 
. tions expounded by the Courts are, to 
the minds of accountants, altogether 
too narrow. Therefore, there are two 
concepts of goodwill, “Legal Goodwill” 
and “Commercial Goodwill.” 


1. Legal Goodwill. 

The earliest reported legal decision 
on goodwill seems to be Crutwell v. 
Lye (1810, 17 VES. 335) in the course 
of which Lord Eldon said :— 


“The goodwill which has been the 
subject of sale is nothing more 
than the probability that the old 
customers will resort to the old 
place.” 


Goodwill 
being :— 

The privilege granted by the seller 
of a business to the purchaser, of 
trading as his recognised succes- 
sor; the possession of a ready-made 
“connection” of customers consid- 
ered as an element in the saleable 
value of a business additional to 
the value of the plant, stock, book 
debts, etc. 


The definition requires an existing 
business with emphasis on the ready- 
made “connection” of customers, and 
therefore severely restricts the mean- 
ing of the term. A further definition of 
goodwill is to be found in the case, In- 


was then defined as 
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land Revenue Commissioners v. Muller 
Ltd. Lord Macnaughton said :— 
“Goodwill is the benefit and advan- 
tage of the good name, reputation 
and connection of a business. It 
is the attractive force which brings 
in custom. It is the one thing that 
distinguishes an old established 
business from a new business at 
its first start—Goodwill is com- 
posed of a variety of elements. 
It differs in its composition in 
different trades and in different 
,»businesses in the same trade. One 
element may preponderate here 
and another there.” 

This is a much broader concept of 
the term recognizing not only the con- 
nection of customers but all those at- 
tributes which come under the heading 
of “the attractive force which brings 
in custom.” However, it is to be noted 
that an existing business is still a re- 
quirement of legal goodwill and there- 
fore the definition excludes patent rights 
and copy rights and a newly formed 
business may possess only such a right, 
e.g., the right to market a new inven- 
tion for which there is every likelihood 
of a large commercial demand. 


Commercial Goodwill. 


The Courts endeavoured to determine 
the factors comprising goodwill and 
the accountant endeavours to value 
these factors collectively; therefore it 
is not surprising to find that the de- 
finitions afforded by the accountants 
are amplifications of Lord Macnaugh- 
ton’s definition quoted above. 

H. E. Seed. 

“Goodwill is the advantage which 
arises from the good name, repu- 
tation and connection of a busi- 
ness, alternatively the benefit 
which accrues to the owner of a 
business from the likelihood that 
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such business will earn in the 
future profits in excess of those 
required to provide an economic 
rate of remuneration for labor 
and capital employed therein.” 


P. D. Leake’. 


“Commercial goodwill is the right 
which grows out of all kinds of 
past effort in seeking profit, in- 
crease of value or other advantage. 
It is important to bear in mind 
that this right exists altogether 
apart from the question of whether 
or not it has any exchangeable 
value. The exchangeable value of 
the right depends upon the proba- 
bility of earning super profit—the 
term super profit meaning the 
amount by which revenue, increase 
of value or other advantage ex- 
ceeds all and any economic expen- 
diture incidental to its produc- 
tion.” 


A. E. Cutforth’. 

“To the mind of an accountant the 
word ‘goodwill’ may perhaps be 
described by saying that it repre- 
sents the capitalized value of 
actual or prospective ‘super 
earnings’.” 

Thus the definitions of Leake and 
Cutforth do not require an existing 
business. Leake’s contention that good- 
will may or may not have any ex- 
changeable value does not conflict with 
legal concepts; it is the accountant’s 
problem to estimate in terms of money 
the future effectiveness of the factors 
comprising goodwill. 


Methods of Valuation. 


1. Custom of Trade or Industry :— 
(a) The goodwill of a bakery busi- 
ness is usually determined with regard 
to the number of bags of flour used per 
week. For example, if a baker uses 50 
bags of flour per week the goodwill is 
computed at 50 x 20 = £1,000. It 


376 


matters little what the multiplier is 
because the validity of such an arbi- 
trary method depends upon the for- 
mula being widely accepted by the 
trade. If the formula is adhered to 
throughout the trade goodwill is then 
stabilized and there is no doubt about 
its value since a purchase must pay 
the price so ascertained. 

(b) Similar remarks apply again 
in the case where the value of goodwill 
appertaining to a milk round is cal- 
culated in accordance with the number 
of quarts of milk sold per week. There 
may be further advantages in the fact 
that milk vendors must be licensed and 
it may be very difficult to obtain such 
a licence to operate in certain areas. 
Thus the business has a measure of 
protection against competition. 


(c) The goodwill of a hotel may be 
determined by the number of barrels 
of beer sold per month and when com- 
monly accepted by the trade, the method 
has the inherent advantage. Again 
there is the necessary licence which is 
dificult and in some areas impossible 
to obtain unless through the purchase 
of an existing business. Consequently 
there is an assurance against increased 
competition. Newsagency businesses 
must also be authorized, and authoriza- 
tions are granted according to zones, 
the zones being determined according 
to the number (approximately) of 
customers. The result is that not only 
is the business protected from compe- 
tition but the volume of business is 
limited. There is some degree of uni- 
formity in newsagency businesses and 
the formula is based on the gross 
weekly profit, e.g., each £1 of gross 
weekly profit being multiplied by 57+ 
weeks. 


These methods are the result of 
practical experience in a_ particular 
trade or industry and have the merit 
of producing a standard of valuation. 
They are based on the volume of busi- 
ness that has more than an ordinary 
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chance of being maintained; therefore, 
given ordinary management ability a 
certain rate of profit can be expected. 
A business must be dealing in standard 
commodities to be capable of this type 
of valuation. 


2. Based on Profits:— 


(a) Annual Profits Multiplied by a 
Given Factor. 

This method was adopted to cope 
with those businesses dealing in a 
variety of commodities. Goodwill is 
valued on the basis of past annual 
profits being anything from one to 
seven years’ past profits, and the diffi- 
culty is to determine the number of past 
years’ profits to be employed for the 
purpose. 

There is no guide to the number of 
years appropriate because the method 
ignores all relevant factors except past 
periods’ profits. The result is that two 
businesses in the same trade earning 
the same profits have goodwill of equal 
value. The facts may be that one busi- 
ness employs considerably more capi- 
tal than the other and obviously the 
business employing the lesser amount 
of capital is the more valuable because 
the capital so “saved” may be invested 
elsewhere The method is vague and 
unscientific except perhaps in the case 
of small businesses where the capital 
employed is negligible. 

The valuation obtained by some 
other method may be expressed as the 
purchase of so many years’ profits but 
such an expression on its own is 
equally non-informative. 

(b) Sir Gilbert Garnsey’s Method. 

This method is based on the concept 
that the whole of the goodwill of a 
business cannot be purchased without 
in effect a purchase of the business as 
a going concern. The contention that 
follows is that it is erroneous to at- 
tempt to value goodwill as a separate 
asset. Therefore the endeavour of this 
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method is to value the business as a 
whole in accordance with the following 
principles. 


(i) Estimated Future Maintainable 
Profits. 


The estimated future maintainable 
profits are those which can reasonably 
be expected to eventuate upon conside- 
ration of and when necessary adjust- 
ment of the past average net profits of 
a selected number of years. Reference 
is made to the results of past periods 
because they are the only guide to the 
future. 

The number of years to be selected 
must vary acording to the particular 
circumstances of each case. It is sug- 
gested that there should be a prelimi- 
nary review of the accounts for the 
past ten years or for the life time of 
the business if such is less than ten 
years. This preliminary review would 
be of assistance in determining the 
period of years to be subject to detailed 
analysis. The analysis may also indi- 
cate a longer or shorter period as be- 
ing appropriate, varying from three 
to five years, the abject being to as- 
certain the present earning capacity. 
The first year of business is usually one 
of establishment and therefore it would 
be reasonable to make allowance for 
or eliminate that year. 

The object of the analysis of the 
accounts of past periods is to ensure 
that they have been prepared in ac- 
cordance with the procedure of match- 
ing costs with revenue and to ascertain 
whether there have been any material 
losses or gains of an exceptional nature 
that warrant special consideration. 

This method suggests the exclusion 
of the incidence of income tax but there 
is strong argument against this view 
and the burden of income tax is much 
greater today than when this method 
was enunciated. In any event the prin- 
ciple of the method is the same. 

The remuneration of the proprietor 
or management may have been inade- 
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quate, and maybe the business was not 
charged with a reasonable rent for 
premises used. Depreciation is an im- 
portant matter and it is necessary to re- 
view the policy employed to ensure that 
that portion of the assets which have 
been used in earning income has been 
charged against that income. Of course, 
it may be that the depreciation charges 
have been excessive and an adjust- 
ment would be in order. 

The adjusted profits are averaged 
and considered in the light of trade 
prospects, possibility of increased com- 
petition and any known factor which 
is expected to operate and alter the 
results of future periods. 

(ii) Determine the Rate of Return 

on Capital Employed. 

This is the crucial factor in the valu- 
ation and is determined with regard 
to:— 

(a) Current Rates of Interest. 

(b) The degree of risk incidental to 

the business. 

The rate of interest is always in ratio 
to the degree of risk. This factor is dis- 
cussed in more detail when dealing 
with the “earning capacity” method of 
valuing shares. 

(iii) Capitalize the Future Main- 

tainable Profits. 

Having estimated the future main- 
tainable profits at say £5,000 and de- 
termined the appropriate rate of in- 
terest at 10%, the £5,000 is deemed 
to be a return of 10% and therefore 
the capital required to earn such a 
return is:— 

100 
5,000 « —— = £50,000 
10 
and £50,000 is then the value of the 
business as a whole, 10% of which is 
£5,000, the future maintainable profits. 

(iv) The Value of Goodwill. 

The value of the business as a whole 
has been determined and therefore the 
value of goodwill has been determined 
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incidentally because it is merely a matter 
of deducting the value of the net tan- 
gible assets from the value of the busi- 
ness and the value of goodwill is 
disclosed. 

The assets and liabilities are the 
subject of close attention when esti- 
mating future maintainable profits. 
Consequently the book value of the 
assets was or has been adjusted to rep- 
resent a proper deferred charge against 
future income and it is this “going 
concern” value that is appropriate for 
the present calculation. 

Assume the value of the tangible 
assets less external liabilities to be 
£40,000 and goodwill is then £10,000, 
viz. :— 

The value of the business 

a Wich « ae: on 24 

Less value of net tangible 

ee ne a 


£50,000 
40,000 


Value of Goodwill £10,000 


(c) Super-Profit Method of P. D. 


Leake. 


This method is based on the concept 
that goodwill is nothing but the pre 
sent value of super-profits expected to 
arise out of the business in future 
years. That is, goodwill is conceived to 
be in the nature of an annuity and 
therefore demands separate valuation 
in accordance with the following 
principles :— 

(i) Adjusted Annual Profits. 


The essence of the method is con- 
tained in the definition of super-profit 
and P. D. Leake‘ defines the term in 
the following words :— 

“The amount by which revenue, in- 
crease of value or other advan- 
tage received exceeds any and all 
economic expenditure incidental to 
its production.” 

And the term economic expenditure 
includes :— 

(a) Any and all current expenditure 
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(b) Expired capital outlay on wast- 
ing assets (depreciation) other 
than goodwill 

(c) Personal remuneration to secure 

continued successful manage- 

ment 

A rate of interest on capital in- 

vested which will attract and 

retain any necessary capital. 

It is essential to appreciate the sig- 
nificance of each element of economic 
expenditure and therefore it is intended 
to discuss each element separately. 

(a) Any and All Current Expendi- 

ture. 

This element consists of all the ex- 
penses of the business except interest 
on capital or borrowed money. Inter- 
est is eliminated here because interest 
on capital invested comprises a separ- 
ate element. 

It is necessary to be satisfied that 
all the expenses of the business have, in 
fact, been charged to the accounts of 
the business. It might be that the busi- 
ness had the use of premises without 
any charge for the rent of same. In 
such a case it would be necessary to 
determine the premises to be used by 
the business and the amount of rent 
payable thereon. The accounts under 
review are then adjusted to include 
the amount so determined. 

(b) Expired Capital 
Wasting Assets 
Goodwill. 

This involves the valuation of the 
tangible assets employed in the busi- 
hess on a going concern basis, or in 
other words it entails a review of the 
depreciation policy employed in the 
past. If the depreciation charges have 
bern adequate the book value of the 
assets will represent deferred charges 
against future revenue and therefore 
ho adjustment is required. 

On the other hand it may be that 
the depreciation charges have not been 
adequate. The effect is that the book 


(d) 


Outlay on 
Other than 
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value of the assets is overstated to 
the extent that they include charges 
that were properly chargeable against 
revenue of earlier periods and the ac- 
counts under review must be adjusted 
accordingly. 

(c) Personal Remuneration to Se- 
cure Continued Successful 
Management. 

With regard to this element it is 

necessary to determine either :— 

(i) A reasonable allowance for the 
services of the purchaser if he 
intends to devote his own time 
to the management of the busi- 
ness, or 

(ii) The amount of remuneration 
sufficient to secure capable 
management. 

The accounts are then adjusted to in- 
clude the remuneration of the manage- 
ment or portion thereof according to 
the charge for management in the ac- 
counts under review. 

(d) A Rate of Interest on Capital 
Invested Which Will Attract and 
Retain Any Necessary Capital. 

The rate of interest on capital in- 
vested is dependent upon, as previously, 
current rates of interest and the degree 
of risk incidental to the nature of the 
particular employment for which the 
capital is required. 

A professional practice such as that 
of a solicitor, doctor or accountant usu- 
ally requires a comparatively small 
amount of capital and the degree of 
risk inherent therein is less than in the 
case of a trading enterprise. The rate 
of interest applicable to a professional 
practice may therefore be 5%, a little 
less or a little more, according to the 
circumstances of any given case. 

On the other hand, capital invested 
in a trading enterprise is subject to a 
greater degree of risk and a rate of 
10% may be appropriate, subject to 
any peculiar circumstances. 

Again if capital is invested for the 
purpose of deriving profit from a new 
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and unexplored source the venture is 
of a highly speculative nature and the 
rate of interest increases accordingly. 
Generally speaking, the rate of interest 
may be as high as 25% when the degree 
of risk is great. 

Reviewing the procedure at this 
juncture it is noted that elements 1, 
2 and 3 of economic expenditure neces- 
sitate certain adjustments to the ac- 
counts under review and the adjust- 
ments are those necessary to reflect the 
probable future profits. The profits so 
determined are the adjusted annual 
profits. There remains one element of 
economic expenditure, i.e., interest on 
capital invested, therefore the amount 
by which the adjusted annual profits 
exceed the annual amount of interest 
sufficient to attract and retain any 
necessary capital is the super profit 
of the business. Thus the definition may 
be restated in more general terms :— 


“The term super-profit means the 


amount by which future profits 
are expected to exceed a normal 


rate of interest on capital in- 
vested.” 

The object is to estimate the probable 
future profits, which expounds that 
this theory is based on the premise that 
the exchangeable value of goodwill de- 
pends always on future probabilities. 
That is, goodwill does not depend on the 
past except to the extent that past 
events may be taken as a guide in esti- 
mating future probabilities. 

Therefore the theory contends that 
subject to two exceptions goodwill may 
have no exchangeable value unless 
either :-— 

(i) the future revenue expected to 
arise out of an undertaking 
consists wholly of super-profit 
(as would be the case if no eco- 
nomic expenditure was needed) 
or 

(ii) the future revenue expected to 
arise is greater than all eco- 
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nomic expenditure incidental to 
its production. 
This means that if super-profit cannot 
be expected, the goodwill has no ex- 
changeable value subject to the excep- 
tions and they are:— 

(i) When circumstances are such 
that it is desirable to purchase 
the business of a competitor 
in order to reduce competition 
that would otherwise have to 
be faced, and 
In the case of a _ professional 
practice or a trading under- 
taking needing special know- 
ledge and skill to carry it on 
successfully it is often worth 
while for the qualified practi- 
tioner or trader to pay a sum 
cf money for an established 
connection although nothing 
which can be regarded as super- 
profit is expected to arise from 
the connection. 

The adjusted annual profits are com- 
puted for a term varying from three 
to seven years, three years being sug- 
gested and in the case of a stable busi- 
ness such a period would most likely 
reflect a fair impression of the present 
earning capacity of the business. 

On the other hand, in the case of a 
fluctuating business such as are most 
trading concerns, a longer period may 
be desirable and the remarks on the 
previous method discussed apply in 
this regard. 

Goodwill is conceived to be produc- 
tive of super-profit and expected super- 
profit is what the purchaser procures. 
The purchaser has therefore paid out 
a share of each future year’s estimated 
super-profits and, accordingly, he must 
make some annual provision out of 
super-profit before he can safely en- 
joy the remainder. Consequently it is 
necessary to consider the degree of 
permanence in the value of goodwill. 

Goodwill or the ability to earn 
super-profit may, at any time, be ser- 
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iously impaired by increased compe- 
tition and a business earning super- 
profit generally attracts competition. 
Consequently or alternatively the de- 
mand for a commodity or service may 
lessen or cease due to changing con- 
ditions, customs or with the advent of 


ist Yr. 

Present value of each 
£100 annual instalment 
Add one year’s interest at 
10% for first year .. 


90.91 
9.09 


and therefore £90.91 due now will have 
increased to £100. Conversely the pre- 
sent value of the right to receive £100 
a year hence is £90.91, two years hence 
£82.65 and so on. 

Thus allowing interest at 10% the 
value of an annuity of £100 for three 
years is £248.69 calculated as fol- 
lows :— 


2nd Yr. 3rd Yr. Interest Amount 


75.13 248,69 


82.65 


8.26 7.52 24.87 





£100 


Add one year’s interest at 
10% for second year 


Add one year’s interest at 
10% for third year .. 


new inventions. Leake’s theory recog- 
nizes these possibilities and declares 
that on commonly accepted economic 
grounds super-profit must never be 
treated as being in the nature of a per- 
petuity, it is essentially in the nature 
of an annuity extending over an un- 
known but limited period of years and 
therefore the value of goodwill is not 
permanent. 

Since the purchase of goodwill, i.e., 
the right to receive super-profit, is 
conceived to be a purchase of an an- 
nuity it may be appreciated that the 
right to receive £100 one year hence 
is worth something less than £100 at 
present. This is so because money can 
always earn an appropriate rate of in- 
terest and £100 due now will have in- 
creased a year hence by the amount of 
interest earned. If the rate of interest 
is 10% per annum £100 due now will 
have increased to £110 a year hence 
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90.91 82.65 


9.09 8.26 





£100 90.91 


9.09 51.31 





£100 £300 


The above example illustrates the 
point that the value, i.e., present value, 
of the right to receive an annuity over 
a number of years is something less 
than the sum of future annual amounts 
of that annuity, the difference depend- 
ing upon the rate of interest applied. 

Here again the rate of interest is 
dependent upon the degree of risk in- 
cidental to the business but the con- 
tention is that money invested in good- 
will is always subject to greater risk 
than money invested in fixed assets, 
consequently the rate applicable will be 
greater than the rate appertaining to 
capital invested in fixed assets, it being 
suggested that it would be most un- 
likely that the rate should be less than 
10% and in some cases may be as high 
as 25%. 

Referring again to the mathemati- 
cal tables and assuming an interest 
rate of 10% it is found that an annuity 
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of £100 which is not due until the lapse 
of 10 years is now worth only £39, 
lapse of 20 years £15, and a lapse of 
30 years £8 and so on. 

Therefore if the price paid for good- 
will does not exceed its value it is clear 
that substantially the whole of the 
benefit which has any considerable 
value is actually enjoyed by the pur- 
chaser within a period which cannot 
extend much beyond 20 years from the 
date of purchase because that which is 
purchased is the right to receive an 
annuity over a number of years and 
an annuity has comparatively little 
value unless it is received within 20 
years. 


Thus the annual value of money 
theory places a limit on the permanency 
of goodwill but it is also necessary to 
consider the peculiarities of various 
types of businesses and for present pur- 
poses it will suffice to consider three 
classes. 


(i) When super-profit is dependent 
upon personal connections. 


(ii) When super-profit is depndent 
upon impersonal connections. 

(iit) When super-profit is expected 
to arise from a new and unex- 
plored source. 


(i) When the future super-profit is 
expected to arise out of an established 
connection which is dependent upon 
the personal character, skill or quali- 
fications of its creators, inasmuch as 
the creators’ influence will be withdraw 
the creators’ influence will be withdrawn 
from the connection and therefore the 
super-profit arising out of the creators’ 
work already done is likely to diminish 
rapidly year by year. Of course, it is 
often the case that the super-profit in 
this class of business may continue to 
arise undiminished but this depends 
on equally efficient personal effort by 
someone else and his ability to attach 
himself to and maintain the connection. 
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The valuation of goodwill should 
therefore be based upon the present 
value of the estimated super-profit 
treated as an amount diminishing by 
equal sums over the years determined 
upon as being an appropriate period. 

(ii) When the super-profit is ex- 
pected to arise out of an established 
connection which has set up a continu- 
ing public demand, such a demand re- 
sulting from reputation, acquired pub- 
lic tastes, habits or customs, as is evi- 
denced in the case of banks, insurance 
companies, retail stores, etc. In the 
case of many of these profit-seeking 
undertakings it seems difficult to place 
a limit in years to the period over 
which the super-profit may continue 
to arise, assuming always that the 
undertakings are managed with ordi- 
nary business skill. 

It is important therefore to always 
bear in mind the fact that the value of 
goodwill based on super-profit even if 
treated as a perpetual annuity cannot 
exceed ten years’ purchase of the an- 
nual super-profit if interest at the rate 
of 10% is allowed on the purchase 
money because on these terms the 
value of an annuity of £100 is practi- 
cally ten times the annual super-profit. 
Therefore the period of years is de 
termined and the annuity is treated 
as being constant during the selected 
period. 

(iii) The purchase of the right to 
future annual super-profit expected to 
arise out of a new undertaking or an 
unexplored source is of a highly specu- 
lative nature. 


In cases of this kind the amount of 
super-profit may be particularly likely 
to vary considerably as between one 
year and another. At the initiation of 
a new enterprise of this description 
it may be expected that during the first 
year or two annual super-profits may 
be non-existent or small in amount. But 
as the enterprise develops the annual 
profits may increase rapidly. 
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Consequently when valuing goodwill 
of this class of undertaking the compu- 
tation should be based on the present 
value of expected annual super-profits, 
averaged or otherwise, treated as an 
annuity over the period of years sel- 
ected and discounted at a rate of in- 
terest sufficiently high in view of the 
degree of risk to induce the alert pur- 
chaser to adventure his capital. 

The rate of interest may be 20% 
or even higher and on reference to the 
mathematical tables it is seen that the 
present value of an annuity of £100 
over a period of five years discounted 
at 20% is £299 or over a period of ten 
years £419 and over twenty years £487 
and thus it is illustrated that a high 
rate of interest severely limits the 
value of goodwill. 

P. D. Leake is of the opinion that 
in estimating the value of goodwill, 
an important factor always to be taken 
into consideration is the probable ave- 
rage rate of income tax during the per- 
iod over the years which the estimated 
annual super-profit is calculated to 
arise and illustrates the contention with 
the following example. Assume that 
the super-profit without deducting in- 
come tax is estimated at £10,000 to 
arise over a period of ten years. Al- 
lowing interest at the rate of 10% the 
value of goodwill is £61,446. But if 
income tax is deducted at the average 
rate of 5/ in the £ and the super-profit 
is thus reduced to £7,500 the value of 
goodwill is £46,085. The fact that the 
purchaser of goodwill takes upon him- 
self the burden of future income tax 
on the whole of the future profits—a 
share of which he is paying the vendor 
in advance—should always be fully al- 
lowed for in computing the value of 


goodwill. 


Treatment in the Account. 

The writing-up of goodwill confiicts 
with sound accounting practice and 
there is general agreement that it 
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should not be contemplated, therefore 
goodwill should only appear in the ac- 
counts if it has been purchased. 

The question then arises as to 
whether goodwill should be written 
down and there is not agreement on 
this point. The advocates of the super- 
profit theory necessarily commit them- 
selves to the writing down of goodwill 
whereas those in favour of the valua- 
tion of a business as a whole may differ 
in their opinions yet remain consistent 
with their method of valuation. 

However, the writer adopts the view 
that goodwill should be written off 
consistently over a long term. If the 
business is liquidated and the ideal 
state of affairs existed, that is, that all 
other assets had been matched against 
revenue and their book value was nil, 
there would remain the value of 
goodwill as shown by the accounts and 
it would be a charge against the 
revenue of the period in which liquida- 
tion took place. Is it not supported by 
the theory of matching costs with 
revenue that the goodwill should have 
been charged against the revenue of 
each accounting period in equal pro- 
portion? 

The other ultimate end is the sale of 
a business. The theory of matching 
costs with revenue expounds that the 
determination of periodic profit must 
ignore realization values unless reali- 
zation is pending. The only value good- 
will has from the vendor’s point of 
view is its realizable value, and revenue 
or increase of value should not be taken 
into account until realized. 

Therefore until such time as it is 
decided to realize the business the de- 
termination of periodic profit should 
be computed in accordance with the 
procedure of matching costs (includ- 


ing goodwill) with revenue. 
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FINE POINTS OF COMMERCIAL LAW 


By E. H. COGHILL, LLM. (Librarian of the Supreme Court of Victoria) 


AN ADJOURNMENT WHICH IS 
NOT AN ADJOURNMENT 


N Jackson v. Hamlyn (1953) 2 

W.L.R. 709, plaintiff was a share- 
holder and defendant chairman of Di- 
rectors of a Company. After a battle 
of circulars, an extraordinary general 
meeting was called at which plaintiff 
moved that the meeting had no confi- 
dence in the present directorate. A long 
and stormy debate ensued, and after 
three hours someone moved that the 
meeting adjourn for 30 days. This was 
carried on a show of hands, and plain- 
tiff demanded a poll. 

The defendant then announced 
(truly) that they had to be out of the 
hall in three-quarters of an hour, and 
that a poll would take at least two 
hours, as proxies and so forth would 
have to be checked. After discussion 
between the parties, it was decided 
that if the motion was carried, the 
meeting would adjourn in accordance 
with the resolution, but if it was lost, 
another meeting would be called as 
soon as practicable, probably in a 
week’s time. 


The motion was lost, and plaintiff 
started these proceedings, relating to 
various matters connected with the re- 
sumption of the meeting, the only one 
of any legal importance being—what 
sort of meeting was it? 


If it was a new meeting, the direc- 
tors and others could propose new busi- 
ness, and new proxies would have to be 
collected. If it was an adjourned meet- 
ing, it was still open to the parties 
(under the Articles) to battle for prox- 
ies. And in this connection, it had to be 
remembered that the motion to adjourn 
had been lost. 

This so impressed the Court that it 
refused to regard what took place as 
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an adjournment. It was merely a con- 
tinuation of the old meeting, held (for 
reasons outside the control of the di- 
rectors and members) at a different 
time and (perhaps) place. 

But it was the same meeting. New 
business could not be introduced, and 
new proxies could not be used. If any- 
one could not attend the resumed meet- 
ing he would be disfranchised unless he 
had already given a proxy. Presumably 
persons not at the original meeting 
could attend, just as they could have 
walked into the original meeting after 
the hour fixed for its opening. Thus, 
in all respects the new meeting was 
merely a continuation of the old, and 
although it was adjourned, it was not 
an adjourned meeting. 


DISSOLVING PARTNERSHIP 


ILES v. Clarke (1953) A.ER. 

779, is an interesting example of 
common sense applied to the dissolu- 
tion of a partnership. 

Defendant, a gentleman of means, 
decided that there was money in com- 
mercial photography, took a long lease 
of a pair of squash racquets courts, 
which are much in demand by photo- 
graphers as being easily converted 
into studios—what queer bits of in- 
formation one finds in the Law Reports! 
—and set up in business accordingly. 

He was not himself a skilled photo- 
grapher and at first he employed others 
to carry out the work for him. How- 
ever, he lost money on this basis, and 
persuaded the plaintiff, a free-lance 
photographer, who had a good clientele 
but no studio of his own, to come in 
with him. 

The change was successful. The 
business made money from the begit- 
ning, so much so that they were far 
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too busy to put things on a proper 
basis by either executing a partnership 
agreement or forming a company, and 
in about a year the partners tired of 
each other and these proceedings fol- 
lowed. 

Both parties agreed that a partner- 
ship existed, and this case deals with 
the basis on which the accounts should 
be taken. Defendant produced accounts 
which started with what the Judge de- 
scribed as a “monstrous unreality,” 
namely a debit of about £1,000 for the 
defendant’s private overdraft. So this 
account was scrapped, and they had to 
start again. 

First of all, defendant had provided 
a leasehold property of some value, and 
equipment thereon of very considerable 
value—about £2,000 worth. If the 
parties had gone on with their original 
intention and either entered into a 
formal partnership agreement or 
formed a company, presumably this 
would have been one of the assets 
brought in. 

But they did not do either of these 
things, and the Court felt it would be 
quite wrong to compel defendant to act 
as if agreement had been reached, when 
clearly it had not been reached. These 
remained the property of the defend- 
ant, together with any goodwill attach- 
ing either to the defendant or to the 
premises. Plantiff brought in a sub- 
stantial number of clients, and was 
entitled to take them out again if they 
would go with him. 

As to the profits, the parties were 
entitled to share them equally. This 
was about the only point on which there 
was actual agreement, and the account 
must be taken on that basis. Stock on 
hand, such as film and chemicals, be- 
longed to whoever provided it. Nega- 
tives exposed before the partnership 
started belonged to whoever brought 
them in, those since were partnership 
assets. They were not likely to have 
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much value but if they had any it be- 
longed to the partners equally. 

The defendant provided the plant 
for the partnership to use, and in the 
absence of agreement he had no right 
to charge either rent or depreciation. 

And so, with these and similar di- 
rections, the case was pushed on to 
some accountant to find the answer. 


THE ENEMY’S BANK ACCOUNT 


HE case of Arab Bank v Barclay’s 
Bank (Dominion etc.) Ltd., which 

I discussed under this heading last 

April (23 A.A. 141) has now been af- 
firmed on appeal (1953) 3 W.L.R.67. 

Readers may recall that the plaintiff 
Bank had an account with the Jerusa- 
lem branch of the defendant Bank, 
which at all relevant times was in 
credit about half a million Palestinian 
pounds. 

When the British mandate in Pales- 
tine came to an end, war broke out 
immediately between the Jews and the 
Arabs, the Jews forming the new State 
of Israel. The plaintiff Bank was 
situated in the Arab sector of Jeru- 
salem, the defendant’s branch was in 
the Israeli sector, and, in fact, was 
occupied by Israeli troops. 

It was agreed by both parties to 
these proceedings that the law of Israel 
as to trading with the enemy was exact- 
ly the same as that of England, and 
when the Arab Bank claimed repay- 
ment of its balance, Barclay’s Bank, 
full of regrets, pointed out that the 
account was held in Israel and was 
subject to Israeli law, and that there- 
fore it was illegal to pay this amount 
as requested. 

Obviously, if the Arab Bank was to 
sue Barclay’s Bank in the Courts of 
Israel, the odds against success would 
be astronomical. Therefore it sued the 
head office of Barclay’s in the English 
Courts, hoping for better luck there. 
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FINE POINTS OF COMMERCIAL LAW—Continued 


The argument on which the plaintiff 
relied was, to my mind, extremely far- 
fetched, but interesting for all that. 
Firstly, it relied on the doctrine, that 
a bank is not liable to pay except on 
demand by its customers, to show that 
at the moment of the outbreak of hosti- 
lities there was no debt owing by the 
defendant to the plaintiff. 

That being so, the outbreak of war 
caused not the suspension of a debt, 
but the frustration of a contract. This 
frustration left the defendant unjust- 
ly enriched by a sum equal to plaintiff’s 
bank balance, and this enrichment 
took place in England and therefore 
was not subject to Israeli law, but 
English law. 

This long chain of argument was 
subject to attack at all sorts of points, 
but the main objection taken to it by 
the Courts was directed to the first 
link, namely, that a bank account does 
not create a debt till after demand. 

This, of course, is contrary to every- 
one’s ideas as to the nature of his bank 
account, and I am pleased to record 
that the Courts would not have it. 
The mere fact that a customer needs 
to give notice does not prevent a Bank 
from being in his debt, even before the 
notice is given. 

This decision meant the end of the 
plaintiff’s case, for if the transaction 
was a debt it was clearly subject to 


the law of Israel, at which the account 
was situated, and accordingly the 
action failed and the plaintiff’s appeal 
failed also. Some of the judges ex- 
pressed doubt about other links of the 
chain of argument, but as they were 
all against the plaintiff on this first 
point, none of them came to a definite 
decision on the others. 


FORGED CHEQUE ON JOINT 
ACCOUNT 


HE BANK was so thrilled with 

the reported decision in Brewer 
v. Westminster Bank, discussed last 
February (23 A.A. 80) under this 
heading, that when the plaintiff ap- 
pealed it paid the full amount of her 
claim and all her costs rather than 
risk having it reversed on appeal. 

This decision was that if one of seve- 
ral persons interested in a joint ac- 
count forges the signatures of the 
others and so obtains payment, the 
Bank is not liable. 

Unfortunately for the Bank, its 
force is rather weakened by the pub- 
licity which has been given to the fact 
that the Bank paid the full amount 
rather than let it be challenged on ap- 
peal. For those interested in pursuing 
the matter further, a statement of what 
took place in the Court of Appeal is 
to be found in 69 L.Q.R. 157. 








DESIGNATIONS OF MEMBERSHIP. 


Designations indicating membership in the Society are:— 


F.A.S.A.—Fellow. 
A.A.S.A.—Associate and Provisional Associate. 


The correct designations of the Society should be used 
in place of those of former Institutes which have now 
ceased to exist. 
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LOANS ON 


MORTGAGE 


By P. BOWYER, F.AS.A. 


A Paper delivered to the Secretarial Pra ctice Research Group, Australian Society 
of Accountants, Victorian Division 


NITIAL enquiries for a loan on mort- 

gage usually come from an agent or 
solicitor, after which arrangements 
are made for a personal visit by that 
person together with the prospective 
borrower. In the preliminary discus- 
sions much valuable information is 
obtained ; and, at the same time, it pro- 
vides the company secretary with the 
opportunity of summing up the qua- 
lities of the applicant. 

Every company secretary should be 
conversant with his board’s require- 
ments, and careful consideration of the 
proposed loan and all matters associat- 
ed with it will enable him to advise 
immediately if it will be acceptable or 
not. It will be realised that action of 
this nature saves much time, not only. 
to the board, but to all parties con- 
cerned. 

At this juncture it is important to 
consider the proposed security on the 
basis of how it can be handled by the 
mortgagee if the mortgagor defaults. 


The question of repayments of prin- 
cipal also requires considerable atten- 
tion. In most cases a borrower does 
not wish to commit himself too heavily 
in this regard, not knowing what the 
near or immediate future will disclose. 
By the same rule, the company would 
have a clearly defined policy which, 
however, because of varying circum- 
stances surrounding individual trans- 
actions of this nature, would neces- 
oo have to be flexible in its applica- 
ion. 


The Security. 


The security primarily consists of 
the property as set out in the Certi- 
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ficate of Title, together with all im- 

provements situated thereon. 

Complete details, together with a 
statutory declaration by the owner, are 
submitted at the outset, and these, 
coupled with the knowledge acquired 
by making an inspection of the pro- 
perty and improvements thereon, en- 
able a reasonably accurate estimate of 
the value of the security offered to be 
assessed. 

The statutory declaration usually 
contains the following information:— 
1. That he is the owner of the piece 

of land as set out in Certificate of 
Title, Volume—, Folio—, on which 
the premises as described are 
erected. 

That no person, corporation or com- 

pany has any right in the said land 
or premises erected thereon. 

That no part of the said land is 
subject to any rights obtained 
thereto by adverse possession or 
otherwise. 

. That he has not received or is 
aware of any notices or orders 
under the provisions of the Health 
Act, Local Government Act, Metro- 
politan Board of Works Act, Fire 
Brigade Act, or any other act or 
acts in respect of the said land or 
the buildings or improvements 
erected thereon. 


. That all rates, taxes and outgoings 
payable have been paid. 
That he is not an uncertified insol- 
vent. 


That no order has been made, or 
notice served, or promise given, to 
any competent authority to make 
any alterations to or rebuild or re- 
model the premises. 








LOANS ON MORTGAGE — Continued 


8. That the premises or he, the owner, 
or occupiers for the time being, is 
or are not the subject directly or 
indirectly of a Protection Certifi- 
cate under the Farmers Protection 
Act. 

9. That the said mortgage has not 
been executed by him in contra- 
vention of the National Security 
Regulations. 


Collateral Security. 


On occasions it may be considered 
desirable to obtain additional or colla- 
teral security, which may consist of a 
“Bill of Sale” over the furniture, effects 
and equipment installed in the pro- 
perty. It will be readily understood 
that attention to the foregoing is essen- 
tial before a final decision in respect 
of the application for a loan is granted. 

In point of fact every material item 
should be given careful consideration 
at this stage, because the interests of 
the shareholders are involved, which 
is of paramount importance to those 
exercising control over the affairs of 
a listed company. 

If the request is one which justifies 
its submission to the board an “Appli- 
cation for Loan” is prepared. 

The contents of this document are 
as follows:— 


Application for Loan. 


1. Name of Applicant(s) in full. 

2. Occupation. 

3. Address in full. 

4. Amount of Loan for years. 

5. Rate of Interest per annum, 
payable half yearly. 

6. To what purpose is Loan to be 


applied ? 

7. Applicant Estimate of the Market 
Value of the whole security. 

8. Exact dimensions of land. 

9. Allotment Section 
Parish County 


Title—Freehold or Leasehold. 


What is the Property used for? 
. Buildings on the Property. 
12a.In case of City or Suburban Pro- 
perty—whether road made or pro- 
perty sewered. 

Insurance on the buildings. 

How long has applicant held the 
land? 

What amount did he pay for it? 
How and by whom occupied, and 
particulars of any tenancy. 

16a. References. 

17. Any further particulars. 


I hereby agree to pay, in advance, 
the cost of a valuation, and upon this 
application being granted to execute a 
Mortgage over the abovementioned 
property, such Mortgage to be prepared 
by the Solicitors of the proposed mort- 
gagee, and to contain such _ usual 
clauses and conditions, including a 
covenant for payment of interest at a 
penal rate, as may be required by the 
said solicitors; and in the event of the 
title being rejected by you, to pay all 
costs incidental to investigation and 
otherwise and I agree to pay interest 
on the full amount of the loan after 
twenty-one days from the granting of 
it, or in the event of the loan being 
completed before such date to pay in- 
terest from the date of the advance. 

Signature 


The Decision. 

Decisions in regard to matters of 
this nature are for the board only. 
The facts as set out in the “Application 
for Loan”, and all other information 
which is obtainable, enable the Direc- 
tors to reach their decision without 
much difficulty. 

The results of the deliberations of 
the Board should be communicated to 
all interested parties promptly, as undue 
delay may preclude an advance being 
obtained from another source. Atten- 
tion to this point is vitally important, 
and the Company Secretary should not 
fail in his duty, as this would amount 
to a gross discourtesy. 


13. 
14. 


15. 
16. 
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We will now consider that, for the 
purpose of this paper, the application 
has been aproved by the Board, subject 
to a valuation by a reputable valuer no- 
minated by the Company and on the 
understanding that the mortgagor is 
to bear the costs of such valuation. 


Upon the valuation proving satis- 
factory the Company’s solicitors will 
be instructed to prepare the “mort- 
gage”—a document which sets out the 
requirements of the Company and 
which will usually contain the follow- 
ing:— 


Mortgage. 


The owner, showing full name, 
address and occupation in conside- 
ration of the sum lent by the Com- 
pany (mortgagee) covenants with 
the mortgagee— 

. To repay principal money in accor- 
dance with agreed arrangements 
and setting out complete details. 


. To pay interest at agreed rate on 
due dates and, in default thereof 
or any other of the covenants, to 
repay principal moneys forthwith 
at the option of the mortgagee. 

. To pay land, property or other 
tax, rates, charges, fire insurance 
premiums, or other outgoings in 
respect of land or buildings. 


. To insure against fire to the full 
insurable value of the buildings in 
the name of the mortgagee or in 
such additional names as the mort- 
gagee may approve. 

. To paint and keep in substantially 
good repair, order and condition 
the internal and external sections 
of the buildings. 


. Not to make alterations or addi- 
tions to the buildings without 
previous consent of mortgagees 
and under the direction and super- 
vision of their architects. 
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7. To allow the mortgagees or their 
representatives to make an inspec- 
tion of the buildings at all reason- 
able times. 

. To keep the rooms in the building 

completely furnished at all times. 
In event of default being made in 
payment of principal or interest, 
to appoint mortgagee or some 
person or persons nominated by 
mortgagee his true and lawful 
attorney or attorneys. 

This document, being a receipt for 
money advanced, will be stamped with 
the requisite duty (3d.) and submitted 
to the Treasurer for Capital Issues 
consent, where necessary, after which 
it will be signed and sealed in duplicate 
by the borrower and the Company. 

Registration of the mortgage on 
the certificate of title and endorsement 
on the document itself is then neces- 
sary. 

The question of the adequacy or 
otherwise of fire insurance cover must 
receive prompt consideration, and, if 
necessary, immediate steps should be 
taken to increase the sum. The com- 
pany as mortgagee will have its name 
endorsed on the policy, and, to ensure 
that the property is covered, arrange- 
ments will be made with the insurer 
to issue to the company renewal certi- 
ficates when annual premiums fall due. 
Premiums will, in accordance with the 
terms of the mortgage, be paid by the 
mortgagee. 

On completion of the above matters 
the cheque for the loan will be made 
available, and interest will be payable 
from the date of settlement. Quarter- 
ly or half-yearly dates for repayment 
of principal and interest are noted on 
the ledger sheet, together with details 
of advance and rate of interest. 


In certain cases a condition for the 
granting of a loan may be that inter- 
est is to commence within a specified 
time. The reason is to avoid the pos- 
sibility of money lying idle or invest- 
ments depreciating while the title of 
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the property is being investigated and 
mortgage documents being prepared. 


Documents to be retained. 

Application for Loan (Original) 

Statutory Declaration. 

Mortgage (Original). 

Certificate of Title. 

Fire Insurance Policy (endorsed to 

show company as mortgagees.) 
These documents will be retained by 

the mortgagee during the currency of 


* & $0 FO 


N an address to the National Retail 
Dry Goods Association, Malcolm 
P. McNair, of the Harvard Business 
School, commented on the shrinkage 
of department store sales relative to 
other retail distributive channels. 
Results 
three out of four department stores 
reported 1952 dollar volume up on 
1951; all in all dollar volumes 
would about equal the record in 
1951. 
sales during the first six months of 
1953 should exceed sales in the 
first half of 1952 by 2% to 3%. 
net profit to turnover averaged 2.4% 
in 1952 as against 1.9% in 1951 
—helped by trimmed inventories 
and fewer markdowns. 
However 
this rate of profit is the second low- 
est since the depression of the 
1930’s. 
rate of stock turnover fell below 
the four-times-a-year mark—this 
has happened only once in the past 
30 years. 
using an index with 1939 equals 100, 
at the end of 1951 all retail sales 
stood at 358; combined sales of 
Sears, Roebuck and Montgomery 
Ward at 345; combined sales of 
department stores at 295. 
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the loan; and, from time to time, the 
Certificate of Title and mortgage must 
be produced to the auditors as evidence 
of the security held in respect of the 
advance or balance thereof as shown 
in the accounts. 


At all times in matters of this 
nature, the company secretary should 
bear in mind that his duty is one which 
requires him to look after the interests 
of the shareholders and at the same 
time extend those courtesies which 
clients are entitled to receive. 






Five reasons are suggested for the re- 
latively poor sales by department 
stores. 

changes in shopping location caused 
by increases in car ownership. 

rise of the supermarket and self- 
service. 

growth of night opening amongst 
other retail outlets. 

shift of population to the suburbs. 

development of directly competing 
suburban shopping centres. 


Reactions 


68% of N.R.D.G.A. stores open one 
night a week, 14% two nights a 
week, 25% three nights or more. 
Last year 15% extended night 
shopping. Saturday is losing its 
importance as a shopping day. 

18% of member stores put in some 
kind of self-service last year; 4 
out of 5 plan to do so this year. 

85% of members are going to inten- 
sify their sales training  pro- 
grammes this year. 

N.R.D.G.A. is developing a new 

method of accounting called work- 

centre accounting, which shifts 
the emphasis from percentage of 
sales to the measurement of 
physical units. 
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DEVELOPMENT OF THE LIMITED 
LIABILITY COMPANY 


And Its Effect on Accountancy 
By R. W. HILL 


EVELOPMENT of the limited 
liability company, made necessary 

as it was by the growth in size of 
business organizations following the 
Industrial Revolution in England, and 
through a gradual recognition by the 
Legislature of the need for regulation 
of all the unincorporated companies 
then in existence, culminated in the 
passing of the Companies Act of 1855 
granting limited liability, and conside- 
rably advanced the profession of 
accountancy, both in its techniques 


and in a recognition of its importance 
in the business world. 

Recognition by Parliament that com- 
panies having a limited liability on the 


part of their members existed, with a 
continuity of existence and a separa- 
tion of ownership and administration, 
was reflected in the Statute Laws relat- 
ing such companies; laws which greatly 
increased the responsibilities of the 
accounting function, especially as 
regards the calculation of income and 
profits at regular intervals. 


Capital had to be preserved intact, 
requiring a strict differentiation be- 
tween capital and income transactions 
in order that creditors would not be de- 
frauded, and shareholders would not 
receive a return of capital in the guise 
of dividends. 


It can truly be stated that the com- 
plex statutes—in the form of Com- 
ganies Acts and, later, taxation acts — 
formulated following the inception of 
companies with limited liability, con- 
tinuity of existence, a proprietorship 
not actively engaged in the administra- 
tion of the company, and having legal 
obligations to differentiate between 
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capital and income (and thus preserve 
capital intact), coupled with the ever- 
increasing size and complexity of busi- 
ness operations compelling a far great- 
er analysis of accounting principles, all 
tended to expand what had consisted 
of book-keeping into the science and 
profession of accountancy. 

The growth of accounting has thus 
followed closely developments and 
alterations in the structure of business 
organizations, legal requirements im- 
posed by Statute Laws following the 
granting of limited liability, and given 
an added impetus by the growth in size 
and complexity of business organiza- 
tions. 

Book-keeping—Its Origin and Develop- 
ment. 

Accounting, naturally in a primitive 
stage by present day standards, had 
existed for many centuries, and trading 
transactions were recorded in ancient 
civilizations; for the convenience of 
the trader themselves, and no doubt 
to meet the requirements of tax- 
gatherers. 

Double entry book-keeping, however, 
is generally accepted as having first 
been written about in the 15th century, 
when a Franciscan monk, Paciolo, pro- 
duced his tract “De Computis et Scrip- 
turias’”, and this contained the essen- 
tials of present day double entry book- 
keeping. 

There does not appear to be any 
doubt that double entry book-keeping 
had been known and was in use for a 
considerable period before Paciolo pro- 
duced his tract—in fact it has been con- 
tended that it emanated from the re- 
lationship existing between Roman 
slaves and their masters. 





COMPANY DEVELOPMENT — Continued 


Trade was beneath the dignity of a 
Roman patrician, who thus found it 
necessary to engage in commerce by 
proxy—slaves were advanced money or 
goods and completed transactions 
under the direction and control of the 
master. 


Where business transactions were 
complex, records of necessity had to be 
kept: the slave himself could own no 
property, and the records made by the 
slave were for his own personal use 
(the slave being a person separate and 
distinct from the master), and reflect- 
ed his accountability to his master, 
despite the fact that the slave was own- 
ed and controlled by the master. 


As Gilman states in his_ book, 
“Accounting Concepts of Profit,” 
(page 39): “These two characteristics 


of (a) Ownership and Control, and (b) 
Separate Viewpoint and Personality, 
represent so logical and satisfying an 
explanation of the accounting mechan- 


ism as to justify the adoption of the 
entity convention regardless of positive 
historical proof”. 


Where the slave engaged in transac- 
tions involving property, it would be 
natural to follow the method of record 
keeping in terms of money, and thus 
the records would show a liability to 
the master of a sum of money, and the 
slave would have on hand not money, 
but property. In order to keep the 
records in equation, the slave was 
forced to express property and money 
advanced by his master in common 
terms. 

“In this master-slave relationship 
are two basic accounting concepts: 

(i) That of record keeping in terms 
of money rather than physical 
things. 

(ii) That of an entity as separate 
and distinct from _proprietor- 
ship”. 


Its Birth 


Paciolo’s tract would therefore ap- 
pear to have merely set down methods 
of book-keeping already employed in 
the trading organizations then in exist- 
ence, and to have laid the basis for the 
proprietorship principle in accounting, 
with no consideration being given for 
reasons as to his precepts. In all pro- 
bability the most important contribu- 
tion would be the theory of equilibrium 
through duality of records, an exten- 
sion, most likely, of the records kept 
by the Roman slave in his dealings with 
and for his master. 


Maritime trade in the 15th century 
was expanding and profitable, and 
gradually developed from the single 
man expedition to a stage where men, 
not willing to risk their lives in the 
hazardous trading expeditions, were 
prepared to invest money in the hope 
of profit. 


Such expeditions were _ initially 
single ventures, being completely ter- 
minated after completion with all 
assets being realized—thus a defining 
of profit as distinct from a return of 
the money invested was unnecessary. 

There already existed in England, at 
this time, trade guilds which operated 
as corporate bodies, and under the im- 
petus of trade in foreign markets, with 
the need for money and effort to ex- 
ploit such profitable markets, there 
gradually evolved the idea of mutual 
association with limited liability and a 
corporate entity—in other words, the 
basis upon which modern companies are 
formed. 

England at that time was an agri- 
cultural nation, and the large amount 
of capital required to finance the ex- 
panding trade in foreign markets being 
opened up, together with the evolution 
of the idea of mutual association with 
limited liability and a corporate entity, 
led to the incorporation of companies 
by a Royal Charter. 
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Such companies, notably the East 
India Company and the Hudson’s Bay 
Company, were monopoly enterprises, 
these being preferred by the Crown 
for many reasons, probably the most 
important being that it was easier to 
tax and control an association than a 
number of individuals, and assisted in 
the prevention of unscrupulous traders 
creating bad relationships with the 
peoples of distant countries and making 
it difficult for further trade to be car- 
ried on. 

It must be remembered that the con- 
cept of the corporation as a continu- 
ing entity had not at this time emerg- 
ed, and each expedition was regarded as 
a separate speculation, with indepen- 
dently subscribed capital, and the 
balance sheet on completion of the ex- 
pedition was essentially a liquidation 
statement. This gradually became too 
involved for the book-keeping methods 
of the day, especially where unliqui- 
dated balances were carried forward 
to subsequent voyages, and a move was 
made toward continuity of, and per- 
manency of, capital, resulting in com- 
panies being permitted by Royal 
Charter to issue permanent capital. 

This development, coupled with limit- 
ed rights to transfer individual shares 
of the capital, produced accounting 
problems as to computation of the 
value to be given when a member wish- 
ed to withdraw his capital. 

With permanency of capital, account- 
ing also had to divorce capital and in- 
come transactions, and determine true 
profits while retaining capital intact— 
unnecessary when ventures were com- 
pleted and then liquidated. 

Again, this form of corporate struc- 
ture meant a separation of ownership 
and administration, resulting in con- 
tributors of capital (no longer taking 
an active part in, or exercising any 
control over, the companies’ transac- 
tions) requiring information about 
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their venture. This made it essential 
for accounts to be prepared at intervals 
during the lifetime of the company, in 
order to arrive at the profits available 
for distribution to shareholders; the 
fore-runner of annual statements pre- 
pared for shareholders in present day 
limited liability companies. 

The incorporation of companies by 
Royal Charter or Act of Parliament 
being costly and difficult to obtain there 
came into being the un-incorporated 
joint stock company, purporting to 
give members limited liability, and 
having continuity of existence with a 
right to transfer shares—these com- 
panies were formed to share in the 
huge profits available from speculation 
in foreign trade. 

It can be seen accountancy had to 
develop in order that it could meet the 
demands being made upon it, problems 
brought about by the development of 
the limited liability company, and the 
emerging of the concepts of continuity 
of existence and permanency of capital. 

The necessity for computation of 
profits in such entities, entailing as it 
did a distinction being made between 
capital and income transactions, and 
the legal obligation to retain capital in- 
tact, added to the realisation that own- 
ers of companies no longer were active- 
ly concerned in the administration of 
the affairs of their companies, un- 
doubtedly has been a major factor in 
the development of simple book-keep- 
ing (which had sufficed for the trading 
operations prior to the evolution of the 
limited liability company) into the 
science of accountancy. 


The Industrial Revolution. 


Following the “Bubble Act” of 1719, 
passed when the catastrophe of the 
early 18th century occurred, and in 
which many people lost their money in 
the speculative and fraudulent un-in- 
corporated companies formed to share 
in the riches offering from trading 
activities, legislation which delayed the 
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growth of corporate activity for more 
than a century was passed. 

The corporate form of trading was 
condemned and declared a public nuis- 
ance—referring mainly to the un- 
incorporated or common law companies 
—and accounting thought and develop- 
ment was likewise arrested. 

With the arrival of the Industrial 
Revolution, and its technical progress, 
expansion of trade and commerce, and 
large production replacing home _ in- 
dustry, there arose the need for greatly 
increased capital and a spreading of 
the risks involved. 

“The limited liability company was 
the natural vehicle by which the huge 
aggregations of capital required to give 
effect to new discoveries and expansion 
could be collected, organised, and effi- 
ciently administrated”’. 

However, this was not at first re- 
alised, and it was not until 1855 that 
limited liability in its present form was 
first granted to companies. This fol- 
lowed the repeal of the “Bubble Act” 
of 1719 in 1825—tthe act which had 
prohibited joint stock companies 
(although many un-incorporated com- 
panies were in existence)—the passing 
of the Companies Act 1844, an act 
which enumerated rules for the proper 
keeping of accounts, balancing of the 
books, and the preparation and audit 
of the balance sheet, and the final 
stage, the Act of 1855 granting limited 
liability. 

These developments placed further 
responsibilities on accounting, in that 
they reinforced the already existing 
need to differentiate between “capital” 
and “income” by demanding that 
creditors’ rights be secured by main- 
tenance of capital: the act of 1855 did 
not define “income”, and thus difficulties 
and controversies arose in the deter- 
mination of periodic profit. 

The accounting profession had not 
developed principles which would en- 
able a proper dissection between capital 
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and income transactions, and the 
Courts were called upon to do so—the 
natural result was caution and conser- 
vatism in the assessment of profits, in 
order that “legal’’ capital would be 
safeguarded. 

The inability of the accounting pro- 
fession to supply the Courts with de- 
finite rules relating to computation of 
profit, and/or principles as to a proper 
dissection between capital and income 
transactions, naturally led to the 
Courts being called upon to consider and 
determine issues of importance to 
accounting, before accounting had de- 
veloped to the stage where it could at 
least provide some guide to the Courts 
in their legal determinations as to 
profits, with principles capable of meet- 
ing legal requirements while taking 
into consideration business practices. 

The major difficulty encountered in 
determining profit arose because of the 
need to regularly assess the amount 
available for payment as dividends — 
shareholders could not be expected to 
wait until the company finally ceased 
operations before reaping benefits from 
their investment, yet it is only at such 
a time true profits will be known. 

This introduced the third major 
accounting convention—the accounting 
period convention — whereupon esti- 
mates are made of the income applica- 
ble to each period, but estimates only, 
as “business is a continuing operation; 
it does not pause at convenient times 
and then start again. It has perforce 
advanced past the stage of single ven- 
ture accounting”.“ 

The Industrial Revolution, bringing 
about radical changes in the structure 
of companies, the growth in size of the 
company as a unit, and the complexity 
of operations carried out, created many 
difficulties and problems, and account- 
ing had of necessity to devise means 
whereby income available for dividends 
could be ascertained at regular inter- 
vals, yet meeting legal requirements 
as to preservation of capital. 
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COMPANY DEVELOPMENT — Continued 


These developments and problems 
compelled a deeper analysis of account- 
ing principles, and widened the scope 
of work and the duties of professional 
accountants, as auditors, consultants, 
advisers, and officers in commercial and 
industrial undertakings. 

However, under such circumstances 
it was inevitable that accounting should 
evolve conventions rather than prin- 
ciples in the determination of the many 
problems such fundamental changes 
created; and in addition, Court deci- 
sions were accepted and used as a basis 
for the forming of accounting theory 
and practice for a considerable period. 


Accounting Developments in Recent 
Years. 

In the early days following the 
granting of limited liability and con- 
tinuity of existence, the concept that 
the business was an entity quite sepa- 
rate from the shareholders gradually 
supplanted the idea that the share- 
holders were in fact the proprietors. 

The concept that the business is 
an entity distinct from the _ share- 
holders changed the purpose of 
accounting, and the book-keeping proce- 
dures should be concerned with an 
accounting to both shareholders and 
creditors as outsiders, for funds en- 
trusted by them to the business. 

The financial statements should ex- 
press the results of business activity, 
showing the effects of the various 
transactions on the company itself and 
not on the individual shareholders, and 
the statements are intended to measure 
the reward to the shareholders of the 
managerial skill in investing the funds 
entrusted to the company by the 
various ‘outside persons—both share- 
holders and creditors. 

The doctrine of conservatism, which 
developed following the legal require- 
ment to preserve capital and resulted 
In a conservative assessment of nett 
mecome and an _ under-valuation of 
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assets, is being superseded by the 
present day trend toward precision, and 
although the allocation of income to 
specific periods is a matter of estimate, 
it has resulted in accurate expense 
allocations as regards deferred charges, 
accruements, and the amortisation of 
capital outlays against current re- 
venues. 

The early concept of a progressive 
dissection during the year between in- 
come and capital transactions, a process 
which, of itself, does not result in a 
true determination of nett income at 
the end of the year, has now merged 
into the more scientific theory of 
matching costs and income. 

This has as its aim the relating of 
revenue for a particular time period 
with the costs associated with that 
revenue, in order to determine true 
profits for the time period in question. 

This is the third stage in the deve- 
lopment of fixed asset accounting, the 
frst being actual realization (for the 
single trading venture), the second in- 
volving notional realization by valua- 
tion (for multiple trading ventures), 
and the third a recovery of original 
cost based upon a preliminary estimate 
of the length of the asset’s life. Un- 
like the first two, the third stage is 
not influenced by varying market prices, 
and attempts merely to distribute the 
cost of the asset over the years which 
benefit from its use. 

This, of course, means that values 
expressed in a balance sheet are purely 
technical, having perhaps no relation- 
ship to economic or market values, but 
are simply book values based on the 
assumption that the business will con- 
tinue its activities more or less in 
perpetuity. 

The Importance of Income Statements. 

English company legislation placed 
emphasis largely on accounting for 
capital rather than on a true determi- 
nation of profit, yet it can readily be 
seen the profit and loss account is im- 
portant in evaluation of the financial 
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position as shown by the balance sheet; 
accounting emphasis is changing its 
ground without respect to the legisla- 
tion regulating companies, and the 
profit and loss account is now consider- 
ed to be the most vital document; to 
such an extent that it has been said the 
present day tendency is “to regard the 
balance sheet as the connecting link 
between successive income State- 
ments”. 

Company legislation lays down legal 
requirements as to publication of 
accounts for the benefit of shareholders 
and creditors, but deals mainly with 
the balance sheet, and few require- 
ments are set down for the income 
statements: this has resulted in a 
tendency to limit information supplied 
to bare legal requirements, leaving the 
way open for concealment of ineffi- 
ciency. 

Modern developments in corporate 
accounting present a challenge to the 
accounting profession, and primary 
emphasis should be given to the in- 
come statement: shareholders and 
creditors are entitled to receive in- 
formation as to the earning power of 
the company and the efficiency of its 
management, and this data is not 
readily obtainable under present con- 
ditions, with company law giving its 
attention mainly to balance sheet pre- 
sentation. 


Conclusion. 


With the growth in size of manu- 
facturing organizations, and the need 
for efficiency in the use of resources, 
coupled with the Great War of 1914-18 
forcing nations to achieve greater pro- 
duction, and later, competition and de- 
pressions causing many companies to 
suffer heavy losses, emphasis began to 
be placed on cost of production and 
efficiency of operation. 


Cost accounting was evolved to help 
solve the many problems associated 
with large-scale manufacture, and in 
time standard costs and budgetary 
control were added to assist manage- 
ment in the search for efficiency and 
accurate cost data. 

Management cost accounting has 
been of considerable assistance in se- 
curing greater precision in financial 
statements, in that it aids in the valua- 
tion of work in process and finished 
stock for balance sheet and income 
statements, and tends to ensure correct 
dissections between capital and income 
expenditure, and finally, makes for a 
more accurate matching of costs and 
income. 

In addition to the many problems 
presented by limited liability com- 
panies and the determination of true 
profits, legal requirements as to pre- 
sentation of accounts and regulations 
as to procedure, there are complex tax- 
ation laws to be contended with. 

As stated by Irish in “The Evolution 
of Accounting’”—“In fact we have had 
the impossible task of reconciling irre- 
concilable obligations of taxation law, 
company law, and practical business 
prudence plus a few others”. 

The advancement of accountancy 
thought has not been a spontaneous 
movement, but has been the product of 
economic development and commercial 
necessity. 

Developments in limited liability 
companies have been accompanied by 
advances in accountancy, and as fur- 
ther advances are made in corporate 
enterprise, there must be a similar 
movement in accounting theory and 


practice. 
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BOOK REVIEWS 


Cost-Accounting Terminology. 


HE General Council of the Austral- 
asian Institute of Cost Accountants 
has issued, as Cost Bulletin, Vol. 2, No. 
9, a Terminology of Cost Accountancy. 
The objective is said to be “to provide 
a better and more uniform understand- 
ing of the terms used by cost account- 
ants,” and the terms defined in the 
booklet are recommended for accep- 
tance and use by members of the Insti- 
tute and by candidates for the Institute 
examinations. Nevertheless, the Council 
recognizes that “periodic revisions and 
extensions to the recommended terms 
will be necessary because of the fact 
that cost accountancy is a living sub- 
ject, constantly being developed and 
improved.” 

There can be little doubt of the need 
for a greater degree of standardization 
of cost-accounting terms, if only in the 
interest of students and teachers: the 
variety of terms used indiscriminately 
to describe the same concept, and the 
inappropriateness of some of these 
terms, are hindrances to clear thinking 
and exposition. 


Some 130 terms are defined in a con- 
cise and generally clear way, and there 
will probably be little disagreement with 
any but a few of these definitions. The 
Council discourages the use of some 
commonly-used terms such as “over- 
head,” “stock,” “cost,” at least without 
amplification to make the specific mean- 
ing in particular circumstances clearer. 


Despite what is thought to be the 
general acceptability of the Terminol- 
ogy, there are some noticeable defini- 
tions which cannot readily be approved. 
Of these perhaps the most important 
are the definitions of “depreciation” and 
“obsolescence,” into each of which the 
idea of loss in value has been introduced. 
This unnecessary reference to value is 
& potent cause of much misunderstand- 
ing. Thus, depreciation is defined as— 
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“the amount charged into cost to pro- 

vide for the loss in original value due 

to physical deterioration of an asset 

through use or effluxion of time.” 

To those of us who are disposed to 
resist the temptation to think of a 
balance-sheet as a valuation statement, 
the implications of such a definition 
must be repugnant. 


There are some surprising omissions 
from the list of terms. Though “diffe- 
rential cost” is defined, “marginal cost” 
is not, and so room for doubt is left 
whether the Council regards these terms 
as interchangeable or as referring to 
different concepts. Similarly both “fixed 
budget” and “variable budget” are de- 
fined, but no mention is made of “flex- 
ible budget.” 


The Council defines “expense” as a 
collective term covering the cost of all 
services and assets consumed anywhere 
in an undertaking: it recommends the 
use of “Factory Service Cost” to cover 
indirect manufacturing costs. There will 
probably be some hesitancy to adopt 
this term, on the ground that it sug- 
gests a narrower idea than all indirect 
manufacturing costs. “Indirect cost” is 
defined as a cost which “cannot readily 
be identified as having been incurred 
on account of a particular product, pro- 
cess, service, job, department or func- 
tion .. .” One would hope that this 
definition might be reviewed by the 
Council, with the object of adding the 
words “and conveniently” after “read- 
ily,” and of getting rid of the obscurity 
which surrounds those over-used words 
“on account of.” 

It might also be desirable to recon- 
sider the definition of “inventory” to 
cover schedules of “stock, plant, build- 
ings, etc.,” in view particularly of the 
growing tendency to apply the terms 
solely to schedules of stock. 


These suggestions are made in the 
belief that the Council will welcome 
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BOOK REVIEWS — Continued 


constructive criticism: they do not 
derogate from the value of the Termi- 
nology as, in the Council’s own words, 
“an initial contribution in an effort to 
reduce confusion.” 

Copies of the booklet are obtainable 
only from the Institute, at a cost of 
3/6, post free. 

A.A.F. 





The Elements of Drafting (Second Edi- 
tion): E. L. Piesse and P. Moerlin 
Fox; Law Bock Company of Aus- 
tralasia Pty. Ltd.; Pp. 142 + XII. 
Price 14/-. 


UCH of the content of this book was 

first published as a series of articles 
in the Victorian Law Institute Journal 
in 1941. These articles were concerned 
in the main with the art of drafting 
rather than with the subject matter of 
the draft. The first edition published 
in 1946 added material on the judicial 
interpretation of expressions used in 
legal documents and an English edition 
in 1950 further extended the scope of 
this work. In the result we find a valu- 
able discussion of the general principles 
to be followed in drafting, and not, as 
is often the case with this type of 
publication, a collection of heavy legal 
precedents. 

The applause given to the first edition 
justified the publication of the present 
edition, which itself has already been 
welcomed by reviewers in various legal 
periodicals. 


The title suggests that the contents 
of this book is “For Lawyers Only.” The 
accountant, having to a large extent 
removed taxation from the province of 
the lawyers, and not wishing to usurp 
the proper functions of his brother pro- 
fession, may consider this book is not 
for him. 

However, reading the Elements of 
Drafting convinces the reader that a 
knowledge of drafting should not be 
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limited to the authors of wills and con- 
veyances. 

All writings, whether legal or other- 
wise, should be exact and lucid. Often 
letters, reports and similar documents 
are written in a tedious style which 
defies understanding and results in 
much loss of time for their readers. 
Often they leave the reader uncertain 
as to their meaning. It is surprising 
how good paragraphing and setting out 
of such writings as demonstrated in 
this book adds to their clarity. Further, 
a knowledge of drafting helps the writer 
to avoid many expressions, which, al- 
though they are in everyday use, are 
bad because they derogate from the 
clarity and simplicity of the document. 

There can be no doubt that the draft- 
ing of legal documents should be left to 
the Dodsons and Foggs of this world. 
Nevertheless, when a businessman asks 
a lawyer to prepare a contract for him 
that businessman, when perusing the 
contract, should be able to see that its 
conditions express what he requires in 
the contract. If such a perusal were 
carefully made, by a person who had a 
knowledge of the elements of the art of 
drafting, much unnecessary litigation 
and expense might be saved. 

The peruser of documents must 
develop a mind which is critical of the 
meaning of expressions. Take an ex- 
ample. Where goods are to be delivered 
on the ist April, a contract stating 
“goods to be delivered not later than 
1st April” may easily be accepted as 
expressing the intended delivery date. 
On examining the expression it can be 
seen that it permits delivery before the 
1st April as well as on the 1st April. 
Errors such as this do occur because 
documents are not carefully read and 
understood by the persons who sign 
them. 

The Elements of Drafting is well 
worth reading by every accountant and 
businessman. Its value as a reference 
book is enhanced by its comprehensive 
index. —L.T.M. 
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BOOK REVIEWS — Continued 


ADDITIONS TO THE LIBRARY 


The following additional works are 
now included in the Institute library :— 
Management: 

Office Organization and Method, 1950, 
Geoffrey Mills and Oliver Stand- 
ingford. 

Office Systems, 1949, Office Manage- 
ment Association. 

Filing and Indexing, 1951, O. W. 
Standingford. 

Financial Control, 1951, B. Barnes, 
A. H. Marshall, T. Haworth, John 
Ryan, and Oscar Hobson. 

Investment Arithmetic, 1951, M. R. 
Rix. 

Practical Statistics, 2nd Edition, 
1950, F. Bradshaw Makin. 

Economics: 

Economics of Industrial Organisa- 
tion, 1951, A. Beacham. 

Inflation and Expansion, 1951, D. B. 
Copland. 

The A.B.C. of the Foreign Exchanges, 
1951, N. Crump. 

Australia, 1945, W. K. Hancock. 

A Contribution to the Theory of the 
Trade Cycle, 1951, J. R. Hicks. 
An Economic History of Australia, 

1948, late E. Shann. 

Production and Distribution Theories, 
1951, G. J. Stigler. 

Work and Welfare in Australia, 
1951, Marjorie Tew. 


The Economics of Disturbance, 1948, 
D. McC. Wright. 


Secretarial Practice: 


Secretarial Practice, 1951, Chartered 
Institute of Secretaries. 


NEW ZEALAND MERCANTILE LAW; 
P. K. H. Smyth: The Accountants Publishing 
Co. of N.Z. Ltd., Wellington, 1953; pp. xv + 
289: Price A£2/5/0. Our copy from The Law 
Book Co. of Australasia Pty. Ltd. 


This is a New Zealand adaptation 
of the well-known work Australian 
Mercantile Law by R. Keith Yorston 
and Edward E. Fortescue, in which 
the structure of the Australian volume 
is substantially maintained. Though 
primarily intended for students, prac- 
titioners, and businessmen in New 
Zealand, it will undoubtedly be of in- 
terest to many in Australia who have 
business associations in New Zealand, 
or who are interested in the compara- 
tive study of mercantile law in the 
two countries. In a foreword to the 
New Zealand volume, Mr. W. G. Rod- 
ger, Dean of the Faculty of Commerce, 
Victoria University College, says that 
he has no doubt that students and prac- 
titioners alike will find Mr. Smyth’s 
work a valuable guide not only for ex- 
amination requirements but as a use- 
ful companion in daily practice. The 
present reviewer fully shares that 
opinion. 


PROPRIETARY COMPANIES — A DEFENCE 


By R. E. MASKELL 


Proprietary companies have been 
given their fair share of publicity of 
recent years—a type of publicity which 
maybe has drawn attention to some of 
the malpractices which have taken 
Place, or could take place. 

Whilst not denying that some pro- 
Prietary companies are nothing more 
than glorified partnerships, nor that 
others have been incorporated in re- 
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cent years with very little paid-up 
capital, nevertheless, these examples 
should not be allowed to distort our 
thinking on the useful functions per- 
formed by the majority of these com- 
panies. 

This is a Defence of this type of 
structure. It has been written mainly 
because some unthinking people have 
begun to look on proprietary companies 
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PROPRIETARY COMPANIES DEFENCE — Contd. 


as being outmoded, inefficient and in- 
herently bad business risks. 

This viewpoint is both illogical and 
unfair because— 


(i) if an institution has served its 
purpose or outlived its useful- 
ness, then it will surely cease 
to exist—the number of pro- 
prietary companies still in ex- 
istence does not support this; 


numerous present-day public 
companies were once proprie- 
tary companies and_ they 
changed their structures to be, 
among other things, (a) listed 
on the Stock Exchanges, (b) 
obtain additional capital for 
expansion or consolidation, (c) 
escape the burdensome taxation 
commitments of private com- 
panies, (d) to get out of their 
liquidity difficulties, or (e) to 
enable their employees to share 
in the management and profits 
of the business. 


Does not this tendency of some pro- 
prietary companies to change into pub- 
lic companies, rather suggest that some 
of them had previously sold themselves 
poor by overtrading with the conse- 
quence that their liquid positions de- 
teriorated? 

In the absence of bank credit, they 
had but one alternative—either to be- 
come a public company or be wound up. 


Those proprietary companies which 
did not unduly expand their activities 
and therefore kept their inventories 
and debtors in right relationships with 
their financial resources had no need 
to resort to the market for additional 
finance. 

Therefore, it is reasonable to con- 
clude that the present proprietary com- 
panies, particularly the old established 
ones, are well-managed and that in 
fact, they should be highly rated as 
credit-worthy organisations and should 
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also have the high regard of the 
community. 

The only reason that some com- 
panies have not been forced to change 
their structure is that, in spite of 
savage taxation, they have watched 
their outgoings and have, over the 
years, ploughed back available profits. 

This fact has been a stabilising in- 
fluence, and by virtue of the passing of 
dividends, they have not contributed 
to the inflationary and _ speculative 
orgies of a few years ago. 

Why the Income Tax Assessment 
Acts have been so discriminatory 
against private companies is hard to 
follow—it is as though our Legislators 
have deliberately singled them out for 
special attention. Yet they have con- 
tributed handsomely to the Treasury; 
they are reasonably well-managed, 
otherwise they would not still be in 
business; they are a stabilising influ- 
ence in the community providing es- 
sentially their own financial resources, 
and they still have amongst them some 
of the biggest organisations of their 
kinds. 

Admittedly, there is reason to be- 
lieve that some changes in the Com- 
panies Act are desirable, but legislation 
alone will not promote business mor- 
ality nor financial solidarity. 

There have been “crashes” of pro- 
prietary companies of recent years, 
but have they been any worse or more 
numerous than those which have taken 
place over the years in the public com- 
pany sphere? 

The standing success of any orgali- 
sation, be it a public company or 4 
proprietary company, gets back to one 
thing—the calibre of its management. 

For a proprietary company to con- 
tinue to successfully trade today 1 
the best commentary and the most con- 
vincing defence which can be made in 
its favour. I make it deliberately, but 
only in order to put the matter, in what 
I consider to be its true perspective. 
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THE CLEARING HOUSE 


Magna Charta ef Enterprise 
Endangered. 
HE amendment to Section 26 of the 
Victorian Companies Act, 1938, 
suggested in the article appearing at 
page 311 of the July, 1953, issue of this 
journal is one which ought not to be 
made, for its only effect would be harm- 
ful. 

In combination with the mischievous 
effects of the existing sub-section 8 of 
Section 26, the proposal would serious- 
ly damage the basic concept of our 
company law, viz., the right of free in- 
corporation offered to all on equal 
terms, which was introduced with the 
English Companies Act 1862 which has 
with justification been termed the 
Magna Charta of co-operative enter- 
prise. 

The proposed amendment is unneces- 
sary as a protection against persons 
attempting to dispose of their assets 
with a view to defeating creditors, for 
effective remedies exist in the Property 
Law Act, and in the Bankruptcy Act. 

Furthermore the amendment would 
be quite ineffective in achieving its 
purpose, for any person desiring to 
defeat its objects would arrange for 
the formation of a company without 
disclosing his connection therewith, 
or of the fact that the company was 
being formed to take over his business 
or his assets. Alternatively, a person 
so minded might, for a nominal con- 
sideration, acquire the whole of the 
shareholding in a long established but 
then moribund company. 

The only achievement of the pro- 
posed amendment would be to add fur- 
ther expense in conducting the legiti- 
mate transactions of more than 999 
out of every 1000 such conversions, 
and, in each instance, to bring about 
an unnecessary, and unjustifiable, de- 
lay of thirty-one days in completing 
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those transactions. It would, how- 
ever, fail to prevent the one which, but 
for the proposed amendment, might 
not be above board. 


In short, the suggested amendment, 
though obviously well-intentioned, 
would not only be injurious if adopted, 
but would involve taking a retrograde 
step. 

It would be interesting to learn if 
any reader of the journal is aware of 
any authentic instance of an individual 
who could not pay his debts success- 
fully transferring his assets to a com- 
pany, without his creditors acquies- 
cing in that transfer, and by so doing, 
defrauding his creditors. 

This writer raises that question be- 
cause the allegations that it was neces- 
sary to protect creditors against frauds 
from which they were stated to have 
hitherto suffered in connection with 
the formation of proprietary com- 
panies, was the ground for the intro- 
duction of the sub-section requiring 
notice of intention to register, and 
giving the right of caveat®). Despite 
diligent inquiry by this writer at that 
time, he failed to learn of any instance 
of this having been done in Victoria. 

The nearest approach to such action 
of which the writer is aware, is a 
case which took place in England in 
1929 where the attempt was unsuccess- 
ful, because the debtor’s creditors had 
made him bankrupt, and the trustee re- 
covered the assets from the com- 
pany®). The local allegations of fraud 
seem to have arisen from instances 
where creditors acquiesced in a debtor 
transferring his assets to a company, 
and later, when the position did not 
work out as expected, those creditors 
then blamed everyone but themselves 
for any bad debt incurred as the result 
of their own defective judgment. 
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CLEARING HOUSE— Continued 


How sub-section 8 of Section 26 came 
to be introduced into the Victorian 
Companies Act is an interesting story 
of paternalism in excelsis leading to 
bad legislation. If the Editor will 
permit, the history of that sub-section 
will be told in a later issue. 


It is an amazing story of how a 
bad idea, presented by a person who 
firstly earnestly believed that there was 
a need for such a provision (but with- 
out ascertaining the extent of the 
alleged evil), and secondly was able 
with the backing of Government offi- 
cials, to convince bewildered members 
of parliament, could become law in the 
face of informed opinion that it was 
unnecessary and unjustifiable, and as 
it stood was quite ineffective for the 
purpose it was allegedly designed to 
achieve). 

It also seems not to have been re- 
cognised except by lawyers just how 
the sub-section could, but for the 
method of escape which the authors of 
the article earlier herein referred to 
wish to block up, give scope for legal- 
ised blackmail, and prevent the forma- 
tion of a proprietary company for the 
purpose of carrying out a competitive 
business. 

Other States, wisely, did not adopt 
the Victorian provisions. Let us re- 
quest Parliament to abolish sub-section 
8 of Section 26, and not consider ex- 
tended its baneful orbit. 

J. WALLACE ROSS. 
Melbourne. 
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Australia as a Social-Service State, 


So MUCH has been said and written 

—both in praise and condemnation 
—on Australia as a social-service State 
that most of us are, I think, a little be- 
mused by it all. For this reason, if no 
other, most accountants will be inter- 
ested in the results of a comparative 
analysis of the cost of social security 
for 24 member nations of the Inter- 
national Labour Organisation, published 
in the International Labour Review for 
March, 1953. 


The analysis shows that, of the 24 
nations, 15 spent a greater proportion 
of their national income in 1949 on 
social service benefits than did Aus- 
tralia. 

These 15 nations are Austria, Bel- 
gium, Denmark, Finland, France, Ger- 
many (Fed. Rep.), Iceland, Italy, 
Luxembourg, Netherlands, New Zea- 
land, Norway, Saar, Sweden and the 
United Kingdom. 

Australia, Canada and Ireland each 
spent 6.7 per cent of their national in- 
come on social service benefits. 

Only Greece, Israel, Switzerland, 
Turkey, Union of South Africa and the 
United States of America spent 4 
smaller proportion of their national 
income on social service benefits than 
did Australia. Expressed in U.S. dollars 
per head of population the comparative 
expenditures of these six countries and 
Australia were :— 

Australia 

Greece .... . 

Israel .... ..... 

Switzerland . 

Turkey 8 dollars 

Union of South Africa 7 dollars 

United States of America 68 dollars 

Canada and Ireland, which spent the 
same proportion of national income 4s 
Australia, spent 60 dollars and 21 dol- 
lars per capita respectively. 


86 dollars 
4 dollars 
30 dollars 
35 dollars 
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CLEARING HOUSE — Continued 


These are, of course, only a few of 
the highlights of the report, which 
might be usefully studied by account- 
ants interested in the broader field of 
social accounting. 

BRIAN L. MURRAY. 
Melbourne. 


Accountants’ Salaries. 


AM in complete agreement with the 

remarks of “Scrutiny” in the June 
issue. There is no doubt that over the 
past 15 years the margin between 
“white collar workers” and manual 
workers has steadily decreased and in 
some cases has totally disappeared. 

The same position applies as between 
accountants and clerks. The reason is, 
of course, that manual workers and 
clerks have organisations which protect 
their rights and further their interests 
at every oportunity, whereas account- 
ants have no such organisations. It 
seems to me that with the amalgama- 
tion of the three institutes there is now 
a cohesive body which should represent 
the accountancy profession in all 
spheres. The main concern of every- 
body is their standard of living, and this 
should be the main concern of the 
Institute. 

I realise that by suggesting that the 
Institute should enter into the field in 
much the same way as a trade union I 
may cause a lifting of eyebrows, but 
I think that this outlook is one of false 
pride. Bank officers, public servants 
and draughtsmen are white collar 
workers that are not too proud to have 
associations which concern themselves 
very largely with the question of salar- 
ies and working conditions for their 
members, and the employers themselves 
are very strongly organised. 

Might I make the suggestion that a 
vote be taken amongst members of the 
Institute on the question whether the 
Institute should act, if necessary 
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through the Arbitration Courts, for the 
purpose of obtaining financial rewards 
for its members compatible with their 
qualifications. 

“MARGIN.” 
Sydney. 


Destruction of Obsolete Records. 


IN THESE days of scarcity of office 

space, the problem of storing and/or 
discarding subsidiary financial records 
and correspondence, bearing in mind 
the requirements of payroll, sales tax 
and income tax regulations, can at 
times be vexatious. 

Naturally it is quite obvious that the 
fmancial books, e.g., cash books, jour- 
nals and ledgers are retained perman- 
ently, but the position is not as clear in 
the case of debtors’ ledger cards, copies 
of sales invoices, cash sale dockets, 
purchase invoices and statements, etc. 

Methods adopted by members who 
have had experience of the above would 
be of interest to all members. 


“ASSOCIATE.” 
Melbourne. 


Syllabus Well Done. 


Having made a thorough study of 
the new syllabus of the Australian 
Society of Accountants, and the pro- 
visions made for the change-over to the 
new syllabus, may I commend the So- 
ciety, and particularly members of the 
committee who drafted this new syl- 
labus, on a particularly difficult job 
well and boldly performed. I say bold- 
ly because it is the first major re-orien- 
tation of an accountancy syllabus in 
Australia since accountancy examina- 
tions commenced over fifty years ago. 
But bold steps forward have been taken 
and taken in the right direction. 
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CLEARING HOUSE— Continued 


The splitting up of examinations into 
three stages and the greater emphasis 
placed on accounting as compared with 
law or some of the legal aspects of 
accounting, have been needed for some 
years. The Society has not only re- 
cognized this need but has taken the 
opportunity of preparing a syllabus 
which is very much more in accordance 
with modern requirements. Experi- 
ence will no doubt suggest some minor 
adjustments to the syllabus, but, on the 
whole, it has been very soundly 
planned. 

With regard to the provisions made 
for the change-over to the new sylla- 
bus and the credits to be given in 
subjects passed under the old syllabus, 
the Society has dealt very equitably 


with existing candidates; in fact the 
Society has gone somewhat further 
than expected in making it possible for 
candidates to either complete under 
their old syllabus or change over to 
the new one without any hardships. 
This new syllabus not only marks a 
major step forward in the development 
of Australian Accountancy examina- 
tions but the manner of its implemen- 
tation should avoid the difficulties and 
problems that have occurred in the past 
when syllabus changes have been made. 


Yours faithfully, 


R. W. ROBERTSON, 
B. Com., A.A.S.A., A.C.LS., A.S.B.M., 
Director of Studies, 


Hemingway Robertson 
Institute. 























WHAT IS A PRINCIPLE? 


A nationally known writer and lecturer on accounting and a leading 
exponent of ‘depreciation on replacement va'ue’ was discussing the pro- 
posed method before a group of our society members not so very long 
ago. He was asked: "Would not much of the economic benefit you claim 
for this method be lost if it is not accepted by the Government for tax 
purposes?’ The speaker readily replied: ‘As far as | am concerned, if the 
method could not be used for income tax purposes, there would be no 


point in adopting it.' Bear in mind that the speaker had been con- 
tending that this method of depreciation should be recognised as a 
sound principle of accounting. 

Could it be that income tax expediency causes us to accept prac- 
tices which come to be rules, and which in turn through general acceptance 
come to be regarded as principles? 


(From “The Virginian Accountant"’) 
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NEWS AND NOTES 


VALE HERBERT JAMES TRIST. 

We regret to announce the death on July 
16, 1953, of Mr. Herbert James Trist, F.A.S.A., 
who had been a member of the former Com- 
monwealth Institute since February 13, 1912. 
Mr. Trist was one of the members of the first 
Council of the New South Wales Division of 
the Society. He was an outstanding member 
of the accountancy profession and devoted his 
life to the service of the profession and of 
his fellow man. 

Mr. Trist had a long and distinguished 
eareer as a Public Accountant. In early life, 
he was associated with the firm of Messrs. 
Cleveland Son & Hislop, of Melbourne. He 
moved to Sydney in 1921 to be resident Part- 
ner of the firm there. In 1929 he and Mr. 
Stranger became associated in the firm of 
Messrs. Trist & Stranger of Challis House, 
Martin Place. 

Mr. Trist was elected to the Divisional 
Council of the Commonwealth Institute in 1922 
and was State President in 1928 and 1929. He 
was a member of General Council for 17 
years and was General President in 1936. He 
was an examiner of that Institute and served 
on many Committees of the Divisional and 
General Councils. He had a keen sense of duty 
and for twenty-six years did not miss a 
meeting of the Divisional Council of the Com- 
monwealth Institute. In recognition of his 
outstanding services to the Institute the Gene- 
tal Council conferred on him the distinction 
of Life Member. 

In 1945 Mr. Trist was appointed a member 
of the Public Accountants’ Registration Board 
and gave freely of his time in this capacity 
until his death. 

Mr. Trist served with distinction in the 
A.LF. in World War I. Toward the end of the 
war, he was given a posting in the forces to 
reorganise the Finance Branch and whilst the 
troops were waiting to return home to Aus- 
tralia, he acted as instructor in Bookkeeping 
and Accounting under the _ rehabilitation 
training scheme. 

His passing is a great loss to the account- 
ancy profession. He always gave unstintingly 
in time and effort to all tasks which he under- 
took and his fellow Councillors found him to 
be a man of outstanding character and a 
sincere friend. We extend our deepest sym- 
pathy to Mrs. Trist and family. 


VICTORIAN DIVISION. 
Luncheon Meeting. 


The Right Honourable the Lord Mayor of 
Melbourne, Cr. W. J. Brens, addressed mem- 
bers of the Division at the August luncheon 
meeting. He spoke on the subject, “My Recent 
Experiences in Korea and Japan.” During his 
address Cr. Brens related several interesting 
experiences he had while visiting the fighting 
services in Korea and Japan. 
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The General President of the Society, Mr. 
C. R. Hicking, and members of the Executive 
Committee of General Council were guests of 
the Victorian Division on this occasion. Mr. 
Hicking informed members of the progress 
made with the consolidation of the affairs of 
the Society and briefly referred to some of 
the activities of General Council during the 
year. He was glad to announce that nearly 
all members of former Institutes had now 
joined the Society, thus expressing their con- 
fidence in the amalgamation. 

At at previous luncheon meetings, the at- 
tendance was very good and it is apparent 
that the opportunity provided for members 
of meeting socially each month at these func- 
tions is being appreciated. 

At the conclusion of the luncheon, the State 
President, Mr. L. H. Dillon, moved a vote of 
thanks to Cr. Brens which was carried with 
acclamation. 


Ballarat Branch. 

A large number of members and students 
attended a lecture on August 19, held at the 
“Ballarat Wattle.” Mr. F. V. Vawdrey, Chair- 
man of the Branch Council, presided. The 
lecture was given by a member of the staff of 
the Taxation Office, Mr. G. T. Miller, A.A.S.A., 
A.C.A.A., on the subject—“Victorian Income 
Tax Office.” Members of the Ballarat Law 
Association were guests of the Branch Coun- 
cil for this lecture. 

Mr. Miller gave a very thorough review of 
the organisation of the Victorian Income Tax 
Office. At the conclusion of the address, a 
large variety of questions were answered by 
Mr. Miller and Mr. W. V. Brown, who accom- 
panied Mr. Miller on the first advisory visit 
by members of the Taxation Office to Ballarat. 

At the conclusion of question time, a vote 
of thanks to Mr. Miller was proposed by Mr. 
W. M. Cuthbertson, a member of the Branch 
Council, and was seconded by Mr. R. A. Must 
on behalf of the Ballarat Law Association. 
Both speakers emphasised the very great 
practical value to Accountants, Solicitors and 
Tax Agents generally of such a lecture. 

Supper was served at the conclusion of the 
formal proceedings. 

Geelong Branch. 


The Inaugural Dinner of the Geelong Branch 
was held at the Geelong West Town Hall on 
Monday, July 13, 1953. 

Cr. A. L. Backwell, the Chairman of the 
Branch, presided at the function and welcomed 
the representatives of the General and Divi- 
sional Councils, in the persons of Messrs. R. 
S. Sharp, V. L. Solomon, R. E. Maskell, V. L. 
Gole, E. A. Peverill, J. Wallace Ross and E. 
T. Spackman. Other official guests were the 
Mayor of the City of Geelong, Cr. M. Jacobs, 
the Mayor of the City of Geelong West, Cr. 
D. McKenzie, Mr. N. R. Purnell (Geelong 


Chamber of Commerce), Mr. R. R. Pavia 
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(Principal, Gordon Institute of Technology) 
and Mr. H. C. Fallaw (President Geelong Law 
Association). Mr. F. V. Vawdrey (Chairman 
of the Ballarat Branch of the Society), Mr. 
T. E. Barnes aaty Chairman), Messrs. 
W. M. Cuthbertson, M. Crouch, R. D. Mosman 
(Members of the Council) and Mr. I. McIvor 
(Secretary) were also present. 

The Chairman extended a welcome to the 
new members of the Branch. 

The Toast to “the Society” was proposed 
by Mr. H. C. Fallaw (President of the Gee- 
long Law Association) and responses were 
given by Mr. R. S. Sharp (General Council) 
and Mr. V. L. Solomon (Victorian Council). 

Mr. B. M. West submitted the Toast “Our 
Guests” and responses were given by Cr. D. 
McKenzie (Mayor of the City of Geelong 
West), Mr. F. V. Vawdrey (Ballarat Branch) 
and Mr. N. R. Purnell (Geelong Chamber of 
Commerce). 

NEW SOUTH WALES DIVISION. 
Personal. 

Mr. J. S. Wheeler, A.A.S.A., notifies that 
he has commenced practice as a public ac- 
countant at Yarrawonga, Victoria, in partner- 
ship with Mr. W. T. Easdown, A.A.S.A., of 
Corowa, New South Wales. 

Mr. F. S. Sandell has been appointed Works 
Secretary of Mount Morgan Ltd., Mount 
Morgan. 

Mr. C. L. Hewitt, B.Com., A.A.S A., formerly 
Official Secretary, Commonwealth of Austra- 
lia, London, has been appointed an Assistant 
Secretary to the Commonwealth Treasury, 
Canberra. 

QUEENSLAND DIVISION. 
Educational Group. 

Some fifty to sixty members of the Educa- 
tional Group attended a film night at the Shell 
Theatrette, Ann Street, Brisbane, on Monday, 
July 27, to view a screening of four selected 
films illustrating the importance of mechani- 
sation in increasing productivity. 

The first two films, “Money at Work,” and 
“Productivity—Key to Plenty,” surveyed 
American economic activity and graphically 
illustrated the increase in machine adaptation 
and mechanical power in that country over 
the past century, together with the machinery 
for mobilising savings to achieve that result. 
“Can We Be Rich?” the third film, surveyed 
the English industrial scene after the last 
war and stressed the need for greater mecha- 
nisation in that country if results akin to the 
American position were to be achieved. The 
fourth film, “Australia Today,” provided 
glimpses of Australian industrial and primary 
production, showing to some extent what this 
country had achieved in productivity. 

The first three films were supplied by the 
Institute of Public Affairs and the fourth film 
by the Shell Company of Australia Ptv. Ltd. 
who also added a film of the Coronation of 
Queen Elizabeth to round off the evening’s 
programme, 
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The pr was introduced by Mr. R. 
A. McInnes, A.A.S.A., Chairman of the 
Group’s Committee, who emphasised the 
growing importance of visual education in 
explaining business activity. 

At the conclusion of the evening the mem- 
bers present passed a very hearty vote of 
thanks to the Shell Company of Australia Pty. 
Ltd. not only for supplying films for the 
programme, but also for generously donating 
the use of the Theatrette and operator for 
the occasion. : 

The next activity of the Educational Group 
will be a study course on the subject, “Hand- 
ling Income Tax Problems of Business,” coy- 
ering three nights on August 25, September 1 
and 8. Members who have enrolled for the 
course are being sent further details direct. 

Library. 

The attention of members and candidates is 
now drawn to the fact that the libraries of the 
Society previously operated by the separate 
Institutes have been amalgamated to form 
one large and up-to-date library, situated at 
the office of the State Registrar, 3rd _ floor, 
Empire Chambers, Wharf Street, Brisbane. 

An extensive range of books is available 
on loan to members and candidates and in 
addition a comprehensive selection of histori- 
cal and reference books is available for peru- 
sal at the library. 

As a result of the amalgamation, the Ac- 
countants and Secretaries Joint Library, pre- 
viously situated in George Street, now ceases 
to exist. 

Accountants and Secretaries Educational 

Society. 

The August meeting of the Society was held 
in the Brisbane Chamber of Commerce Meet- 
ing Room on August 5, 1953, at 5.30 p.m. when 
Mr. Milton R. Allen, F.A.S.A., F.C.LS., Princi- 
pal of the Hemingway Robertson Institute, 
addressed members of the Society on “The 
Accountant-Secretary and Business Promo- 
tion. 

In his address, Mr. Allen discussed various 
aspects of this subject, including, “The Suc- 
cess of a Business is a Matter for All,” “The 
Sales Manager’s Outlook,” “Co-operation be- 
tween Acountant-Secretary and Sales Man- 
ager and Accounts and Sales Departments,” 
“Credit and Collections and Correspondence,” 
“The Importance of Budgets and Budgetary 
Control,” and “The Accountant-Secretary’s 
Part in Sales Promotion.” There was a fair 
attendance of members, and Mr. Allen was 
thanked for his instructive address. 

The next meeting of members will be held 
on September 2 next, at 5.30 p.m. in the 
Chamber of Commerce Room, Adelaide Street, 
Brisbane, when Mr. T. A. Hiley, M.LA. 
Chartered Accountant (Aust.), will address 
members on superannuation schemes. 

Personal. 

Mr. H. S. Williams, A.A S.A., Manager of 
the Scottish Union and National Insurance 
Company, has been appointed Chairman of 
the Fire and Accident Underwriters’ Associa- 
tion of Queensland. 
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Messrs. Statham Cheesman & Co., Public 
Accountants of Toowoomba, notify that, as 
from July 1, 1953, the firm will be carried on 
in the new firm name of Cheesman, Under- 
wood & Applegarth. 

Mr. L. W. Tryhorn, A.A.S.A., has com- 
menced practice as a Public Accountant at 
West Street, Mt. Isa. 

Mr. J. W. Whitaker, A.A.S.A., has been 
appointed Inspector, Division 1, at the Auditor 
General’s Department, and Mr. D. M. Phillips, 
A.A.S.A., Acting Inspector of Accounts at the 
same department. 

Mr. S. M. Faulkner, A.A.S.A., has been 
appointed Manager of the State Government 
Insurance Office, Ipswich. 


SOUTH AUSTRALIAN DIVISION. 


The following communication of interest to 
members wishing to undertake further studies, 
has been received from the University of 
Adelaide: 

“In conducting this University’s old 
Diploma Course in Gommerce, it was custo- 
mary for certain exemptions from Univer- 
sity lectures, class ‘work and/or ex2mina- 
tions to be granted to candidates who had 
passed your own examinations in Account- 
ancy and Auditing. Now that the Univer- 
sity’s course in Commerce has been reorga- 
nised to provide for a full degree course, 
the Faculty of Economics has reviewed these 
concessions and we are glad to be able to 
advise you that it has been decided to grant 
substantial exemptions from lectures and 
class work in Accountancy I and II, to 
qualified members of the accountancy pro- 
fession including members of your Society. 
The new regulations framed by the Faculty 
provide that: 

(a) no exemptions be granted from exami- 
nations in respect of outside account- 
anev qualifications; 

(b) qualified members of the accountancy 
profession (defined as members who 
have passed all the final examinations 
of the Institute of Chartered Account- 
ants, the Australian Society of Account- 
ants, the South Australian School of 
Mines, or equivalent bodies), be granted 
such exemptions from lectures and 
class work in Accountancy 1 and Ac- 
countancy II as the Dean may deter- 
mine. Candidates wishing to take ad- 
vantage of this concession should make 
written application to the Dean, and 
provide written evidence of their ac- 
countancy qualifications; 
subject to the Dean’s approval. candi- 
dates granted such exemptions be per- 
mitted to nresent themselves for ex- 
amination in Accountancy I and Ac- 
countancy II concurrently. 

“In view of the close association that 
exists between the University and your 
Society, the faculty was anxious to provide 
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the maximum encouragement to members 
of your Society who intend to complete the 
University B.Ec. course in commerce, and 
it is hoped that the exemptions granted will 
be of real assistance to such candidates. The 
faculty had it in mind that the Dean would 
require candidates, who are also qualified 
members of the profession, to attend lectures 
and perform class work only in those parts 
of the Accountancy I and Accountancy II 
courses likely to break new ground for such 
candidates. The exemptions granted would 
be substantial.” 


Lecture. 


The third of the Winter Series of Lectures 
was given by Professor E. C. R. Spooner, 
D.Ph., D.Sc., Professor of Mining and Metal- 
lurgy, University of Adelaide, who chose as 
his subject, “Educated?—Yes!—Yes?” His 
interesting and entertaining address was 
warmly received by the 120 members present. 

Prior to the lecture, the President of the 
South Australian Division, Mr. G. F. George, 
F.A.S.A., presented prizes awarded by the 
former Commonwealth Institute of Account- 
ants to students of the South Australian 
School of Mines at the November, 1952, ex- 
aminations, and the Sidney Powell prizes for 
Auditing I and II. Prizewinners were: 


Commonwealth Institute of Accountants 
Prizes— 

Accounting I—R. J. Papworth, 

Accounting II—H. E. Y. Bell. 


Accounting ITI—R. C. Noble. 


Sidney Powell Prizes— 

Auditing I—Miss E. Morrison, 

Auditing II—B. J. Giles. 

This lecture was the last of the 1953 series 
of Winter Lectures which have been held at 
the Shell Theatrette, North Terrace, Adelaide. 
The Divisional Council wishes to record its 
appreciation of the generosity of the Shell 
Company in making their Theatrette and the 
services of their staff available to the Society 
free of charge. 


AUSTRALIAN ACCOUNTANTS STUDENTS’ 
SOCIETY. 


Victorian Division. 


On Monday, August 10, 63 members of the 
Society were present when Mr. J. S. Egan, 

A., B.Ed., spoke on “Presentation of Ac- 
counting Information.” All present at this 
address were very appreciative of the time 
and trouble which the speaker had taken in 
preparing his talk, and gained a great deal of 
valuable information from the subject matter 
which was presented in a most interesting 
manner. 

The Council wishes to express its thanks to 
Mr. Egan for his assistance. 
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As the examinations of the Society will be 
held in October, there will be no meeting of 
the Students’ Society during that month. 


SOUTH AUSTRALIAN DIVISION. 


A well-attended meeting of the Students’ 
Society was held at the “Advertiser” Lecture 
Room on July 22 when members were privi- 
leged to hear an excellent address by Mr. 
Eric A. Gibson, F.C.A. (Aust.), on “The 
Student’s Approach to the Bankruptcy Act.” 
The lecture was of considerable help to those 
a preparing for the October examina- 

ons. 

Membership of the Students’ Society now 
stands at 177. 


N.S.W. DIVISION. 


Visit to Dunlop Rubber Australia Ltd. 


With the co-operation of the management 
of the Drummoyne factory of Dunlop Rubber 
Australia Ltd., a visit by twenty-three of our 
members took place on Wednesday, August 
5. The inspection of the factory was organised 
by Mr. Milne, the Staff Training Officer, and 
our members were given a most comprehen- 
sive and informative picture of the tyre 
manufacturing section of the factory. The 
extremely well-organised programming of 
production in all departments inspected im- 
pressed us all, the more when it was realised 
that a very complex series of processes was 
involved. 

The guides were all members of the Finance 
Section at the Mill, and were thus in a posi- 
tion to answer all the Costing questions put 
to them. It was of interest to learn that 
twelve-monthly Budgets and Standard Costs 
were used and provided adequate Budgetary 
Control, taking into account that Weekly Cost 
Reports to local Management and monthly 
Cost and Financial reports to Headquarters 
were regularly prepared. 

At the conclusion of the discussion, Mr. 
Levy, the President of the N.S.W. Division, 
thanked the members of Dunlop’s staff for 
making possible the most interesting and ex- 
tremely well-organised visit. 

Discussion Group on Work in Process. 

Starting about the middle of June and 
finishing on August 13, fortnightly discussion 
group meetings were held to examine the 
various practical methods of valuing and 
controlling work-in-process. About twelve 
members of the N.S.W. Branch of the Insti- 
tute had indicated their desire to attend a 
series of this type in a questionnaire sub- 
mitted to all members. The practical examples 
which were dealt with at the meetings aroused 
much interest and attracted provocative com- 
ment from all members of the group. 

Other Meetings. 

Later in the year it is proposed to arrange 
a series of debates and “Open Forum” dis- 
cussions dealing with some of the contentious 
problems of modern costing and finance work. 
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THE AUSTRALASIAN INSTITUTE OF 
COST ACCOUNTANTS. 
NEWS AND NOTES. 


General Council. 


The Institute has received a request from 
Mr. A. C. Wood, Director of Trade Publicity, 
Department of Trade and Commerce, for as- 
sistance with regard to the problem of “Diffe- 
rential Costs.” This very useful technique is 
not in popular use by Australian manufac- 
turers who, however, may find that their 
prices are not competitive on export markets. 
The Department has in mind that the Institute 
may assist it with a number of articles show- 
ing the practical application of Differential 
Costs for export purposes. 

The Institute regards it as a privilege to 
comply with this request in every way pos- 
sible, and it is hoped that a number of cost 
accountants who are employing these methods 
will be prepared to report their experiences 
so that the Institute may render practical 
assistance. Members who are interested in 
helping should get into touch with their local 
Registrar, who has received details of the 
Department’s request. 

It is the intention to publish a booklet: if 
a number of industries can be covered this 
will prove of immense benefit to industrialists. 


Victorian Division. 

Members should now have received copies of 
the Activities Brochure for 1953-54. Replies 
being received by the Institute indicate an 
excellent response. Members are again warned, 
however, that failure to reply may preclude 
them from the functions arranged, as only 
those expressing interest in a particular ac- 
tivity will receive a formal invitation. 

The first of the arranged activities were two 
factory visits which took place in August as 
scheduled. These were to the following organi- 
sations: : 

August 25—Bradford Cotton Spinning Mills 

Pty. Ltd. 
August 26—The Gas & Fuel Corporation of 
Victoria. 

These visits were well attended and the cost 
principles in each organisation were explained 
by members who acted as guides on each 
occasion. 


Employment Service. 

One or two leading industrialists have urged 
the Institute to endeavour to train a greater 
number of cost accountants, thus indicating 4 
very definite shortage in the number of men 
available to fill immediate positions in costing. 

Members are again reminded that the In- 
stitute has special employment services a8 
part of its organisation and those who desire 
to secure positions or to change their present 
occupation, should obtain particulars from the 
Divisional Registrar for their State. From 
time to time the divisional offices are notified 
of vacancies occurring in industry. This ser- 


—Continued on page 412 
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STUDENTS’ SECTION 


MODEL ANSWERS 


By D. Dobbie, AM.1T.C., AAS.A. 
and C. W. Weir, AM.1T.C., A.AS.A. 
The answers to examination questions which appear in this section are xot official. 


They have been prepared by members of the Australian Society of Accountants, 
but have not been reviewed by the Board of Examiners. 


SUBJECT L—FEDERAL INCOME TAX 
LAW AND PRACTICE—MAY 1953. 


(SYLLABUS C) 


Question 1: 

(a) Briefly describe the circumstances in 
which interest will be classed as “income 
from personal exertion”. 

(b) —s “vear of income” as applied 

iD an individual; and 

(ii) a company. 

(c) Are the following individuals exempt 
from income tax on the income named? 
Answer briefly. 

(i) An individual who owns and derives 
income from a pastoral property in 
the Northern Territory. 

(ii) A woman who receives payments of 
alimony from her former husband. 

(iii) An individual receiving a pension 
under the Australian Soldiers Re- 

patriation Act 1920-1940. 

A resident of New Guinea who de- 

rives income from the sale of copra, 

which he has produced, to a pur- 
chaser in Australia. 


(iv) 


Answer: 
(a) Interest will be classed as “income from 
personal exertion” where— 

(1) The interest is derived from the 
carrying on of the taxpayer’s prin- 
cipal business which consists of the 
lending of money. It is of the utmost 
importance that the business of 
moneylending constitutes the tax- 
payer’s principal business. 

or 

(2) The interest is received in respect of 
a debt due to the taxpayer for goods 
supplied or services rendered by him 
in the course of his business. 

(b) “Year of income” as applied— 

(i) to an individual means the financial 
year for which income tax is levied 
or accounting period adopted in lieu 
under the Act; 

- as applied— 

(ii) to a company means the financial 
year next preceding the year of tax 
or the ey ay period adopted in 

_. lieu under the Act. 
(ec) (i) No, the exemption previously grant- 
ed has not been renewed and ex- 
pired on ist July, 1952. 
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(ii) Yes, unless for the he "hus! of 
making the payments t usband 
has divested himself of income pro- 
ducing assets or diverted from him- 
self income upon which he would 
otherwise be liable to tax. 

(iii) Yes. 

(iv) Yes, under the provisions of Section 
23(q) where the resident of New 
Guinea is liable to pay royalty or 
export duty in respect of the copra 
produced. 


Question 2: 

Describe the circumstances in which an 
issue of bonus shares to shareholders in a 
company will be exempt from income tax in 
their hands. 


Answer: 

An issue of bonus shares to shareholders 
in a company will be exempt in the hands 
of the shareholders if the conditions set out 
in Section 44 (2) (b) (iii) are satisfied. This 
Section requires that the issue must be paid 
wholly and exclusively out of the fun 
funds created out of one or more of the fol- 
lowing :— 

(a) The profit arising out of the issue of 
shares at a premium. 

(b) The profit arising from the revaluation 
of assets not acquired for the purpose of 
re-sale at a profit. 

(c) The income derived by a company which 
is exempt from income tax under Section 
23A (i.e. mining for base metals and rare 
minerals). 

To gain the exemption it is not essential 
that the dividend be paid wholly and exclu- 
sively out of one of the above funds. The 
dividend is exempt if it is paid out of an 
amalgamation of two or more of the funds 
set out. It is essential, however, if the 
dividend paid out of the amalgamation of the 
funds is to be exempt in the hands of share- 
holders, that the dividend be paid solely in 
bonus shares. A cash or specie dividend or 
part bonus shares, part specie dividend would 
both be wholly assessable as not satisfying 
the need for the dividend to be satisfied by the 
issue of shares of the company paying the 
dividend. 


Question 3: 

Jones acquires a block of flats which are 
in a bad state of repair. He immediately 
arranges for a contractor to undertake the 
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necessary repairs and in the first year of in- 
come following his purchase spends £1000 on 
the work. 

Jones asks if this sum is deductible from 
the rents he receives. Discuss. 


Answer: 

No, the amount of £1000 expended by Jones 
on the repairs to the block of flats, would 
not constitute an allowable deduction for the 
year of income in which they were incurred. 

Section 53 of the Act states that “Expendi- 
ture incurred by the taxpayer in the year of 
income for repairs, not being expenditure of 
a capital nature, to any premises etc... . held, 
oceupied or used by him for the purpose of 
producing assessable income, or in carrying 
on a business for that purpose shall be an 
allowable deduction.” 

The words “not being expenditure of a 
capital nature” will preclude the relative 
repairs being allowed as a deduction. In the 
case in point, Jones acquired the block of 
flats in a bad state of repair and immediately 
arranged for extensive repairs. These repairs 
are known as “Initial Repairs” to newly 
acquired property and are in the nature of 
capital improvements to the property. 

It is the contention of the law on this 
point that the property in question would 
have been acquired at a value less than its 
real value by the amount of the repairs re- 
quired. In other words, if the vendor had 
carried out the repairs prior to the sale, 
the purchase price to Jones would have been 
greater by the amount of repairs carried out. 
If, as in this instance, the repairs are not 
carried out prior to the sale, then Jones will 
be deemed to have improved the capital value 
of the flats and so will be denied a deduction 
in respect of these repairs due to their being 
expenditure of a capital nature. 


Question 4: 

Charlie purchases the business of the Sub- 
urban Hardware Company Pty. Ltd. as a 
going concern, and included among the assets 
are trade debtors amounting to £10,000. The 
portion of the total purchase price which is 
referable to this asset is £8500. Charlie 
eventually collects £9000 from these debtors, 
£1000 having to be written off as bad debts. 

Answer the following questions, supporting 
your answers with reasons:— 

(a) Will Charlie be allowed a deduction from 
his assessable income of the £1000 which 
proves to be irrecoverable? 

(b) Will Charlie be assessable to tax on any 
part of the £9000 he collects? 


Answer: 

Section 638 of the Act prescribes that 
“Debts which are bad debts and are written 
off as such during the year of income, and— 
(a) have been brought to account by the tax- 

payer as assessable income of any year, 


or 
(b) are in respect of money lent in the or- 
dinary course of the business of the lend- 
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ing of money by a taxpayer who carries 
on that business, 

and no other bad debts, shall be allowable de- 

ductions.” 

Applying this section to the terms of the 
question— 

(a) Charlie will not be allowed a deduction 
for the £1000 of debts that prove to be 
irrecoverable, and 

(b) will not be assessable to tax on any part 
of the £9000 he collects. 

It will be noticed that Section 63 has in 
mind a continuing business when it speaks 
of the debt having to be brought to account 
by the taxpayer as assessable income of any 
year. These debts would have been brought 
to account by the Suburban Hardware Com- 
pany Pty. Ltd. and not by Charlie at any 
time. Charlie when he purchased the busi- 
ness, acquired a capital asset and any sur- 
plus he receives in respect of the debts over 
the amount he expended to acquire the debts, 
will be classed as a capital accretion (namely 
£500). In the same way the £1000 which 
proved to be irrecoverable is reflected in the 
purchase price where debts worth £10,000 
were acquired for £8500, a discount of £1500. 
The debts have not been brought to account 
by Charlie, so no deduction will be allowed. 

(Note: The profit of £500 could be 
assessable if the transaction satisfied Section 
26(a), a profit making undertaking or 
scheme. However, the terms of the question 
do not indicate any intention of carrying on 
such a scheme). 

The answer given is based on the assum 
tion that Charlie purchased the assets only 
and not the shares of Suburban Hardware 
Company Pty. Ltd. If, however, Charlie pur- 
chased the shares of the Company, there would 
be no change in the ownership of the debtors, 
and the loss of £1000 incurred would be an 
allowable deduction to the Company. 


Question 5: 

Name the amount of the concessional de- 
duction allowed a resident individual taxpayer 
in respect of the following resident depend- 
ants :— 

Spouse of the taxpayer. 
Daughter-housekeeper. 

Only child less than sixteen years of age. 
Student child. 

Invalid relative. 


Answer: 


The maximum amount of the concessional 
deduction allowed a resident individual tax- 
payer in respect of the following resident de- 
pendants is as set out:— 

Spouse of the taxpayer £104 
Daughter-housekeeper .. .. .. .. £104 
Only child less than 16 years of 
ee ee Be ee ae 
SE ree eee 


Invalid relative ............ 48 


Question 6: : B 
(a) What may the Commissioner do when it 
is determined that “a partnership 1s 8 


The Australian Accountant, September, 1953 





STUDENTS’ SECTION — Continued 


(b) 


constituted or controlled, or its operations 
are so conducted, that any partner has 
not the real and effective control and dis- 
posal of his share of the net income of 
the partnership .. .”’? 

When is a partner “deemed not to have 
the real or effective control and disposal 
of any money received by him.. .”? 


Answer: 


(a) 


Where it is determined that “a partner- 
ship is so constituted or controlled, or 
its operations are so conducted, that any 
partner has not the real or effective 
control and disposal of his share of the 
net income of the partnership” the Com- 
missioner may assess the partnership on 
the additional amount of tax which would 
have been payable if the share of such 
partner had been received by the partner 
or partners who have the real and effective 
control of that share of the income. 

Assuming the income of the partner- 
ship is distributed between 3 partners, 
husband, wife and son, and the wife and 
son use their shares of the net income 
to maintain the household and pay school 
fees respectively, then the husband will 
be deemed to have real and effective 
control and disposal of their shares. 

Assume income of Partnership £3,000 

Distribution—Husband .. .. £2,200 

Wife £500 

Se tite 
On his income of £2,200, the husband 
would pay (say) £550 in tax. If he had 
received the whole income of partner- 
ship, the tax would be (say) £930. Con- 
sequently, the loss of revenue through the 
creation of the partnership is £380 and 
it is this amount that the Commissioner 
may assess against the partnership. 

If the Commissioner adopts this course, 

then the wife and son will not be taxed 
on their shares of the partnership in- 
come, 
A partner is deemed not to have the real 
or effective control and disposal of any 
money received by him which is applied 
to meet private or domestic obligations of 
any other partner. 


Question 7: 
Trustworthy is the executor of a deceased 


medical practitioner. 


During the course of 


administering the estate he collects the sum 


of £1 


000 which represents fees owing for pro- 


fessional services rendered during the life- 
time of the deceased. Trustworthy seeks 
your advice as to the taxation position regard- 
ing this sum. Advise him. 


Answer: 
_Assuming that the deceased medical prac- 
tiioner had, prior to his death, calculated 


his 


assessable income on a “cash receipts” 


is, the amount of £1000 received by his 


&xecutor represents funds which would have 
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been assessable income in his hands had it 
been received by him during his lifetime. 
This amount shall be included in the assessable 
income of the trust estate in the year in 
which it was received, and shall be deemed 
to be income to which no beneficiary is pre- 
sently entitled. The trustee will be liable to 
pay tax on this amount as if it were the in- 
come of an individual and were not subject 
to any deduction. However, if the amount 
had previously been brought to account as 
assessable income, the £1000 will represent a 
capital receipt in the hands of the trustees. 


Question 8: 

The following companies are not sub- 
sidiaries of public companies, nor are they 
companies “in which the public are sub- 
stantially interested.” Are they “private 
companies” within the meaning of section 
103A of the Assessment Act? 

(a) Company A with an issued and paid-up 
capital of £10,000 in 10,000 ordinary 
shares of £1 each. There are twenty-five 
shareholders, none of whom are related 
or hold their shares as nominees of an- 
other. 

Company B with an issued and paid-up 
capital of £100,000 in 100,000 ordinary 
shares of £1 each. This company was 
incorporated to take over the business 
formerly conducted by a partnership of 
seven men. When the company was 
formed each partner transferred 1000 
shares each to his wife and eldest son, so 
that there are now twenty-one share- 
holders. 

Company C has an issued and paid-up 
capital of £50,000 divided into 25,000 pre- 
ference shares and 25,000 ordinary 
shares each of £1. The preference shares 
do not confer voting rights on their 
holders. Eleven persons hold all the pre- 
ference shares and there are nine or- 
dinary shareholders. 


Answer: 

(a) No. The shares are held by more than 
twenty persons, none of whom are re- 
lated or hold their shares as nominees of 
another. 

(b) Yes. Although there are more than 
twenty shareholders, the wife and eldest 
son of each partner are relatives and con- 
sequently shares so held would be deemed 
to be held by one person. Accordingly, 
more than three-quarters of the voting 
power is capable of being exercised by 
persons not more than seven in number. 
Yes. All the issued shares are held by 
not more than twenty persons. In addi- 
tion, this company would come within the 
scope of Section 103 1(e) as more than 
three-quarters of the paid up capital, 
other than capital represented by shares 
bearing a fixed rate of dividend only, is 
held by not more than seven persons. 


Question 9: 


(a) Section 51 of the Assessment Act sets 
out the principle under which losses and 
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STUDENTS’ SECTION — Continued for betting illegally are outgoings 
of a private nature for the reason 
outgoings are deductible from assessable that fines are levied against th 
income. Write a note describing its pro- bookmaker in his personal capacity 
visions. and it is the intention that the fines 
Apply the principles of section 51 of the should act as a deterrent to his 
Assessment Act to determine whether the betting illegally in future. Con. 
following items are deductible. Give sequently, they come within the ex- 
reasons in each case. ceptions cited. by Section 51 and are 
(i) Fines paid by a bookmaker for not allowable deductions from 
betting illegally. assessable income. 
(ii) Expenses incurred by a medical As the advantage gained by the tax- 
practitioner in travelling overseas payer would be of an enduring 
..,, to obtain a senior degree. : nature, for the future development 
(iii) Books purchased for taxpayer's of his practice, this expenditure 
__, technical library. : would be regarded as capital ex. 
(iv) Cost of subscribing to technical penditure and as such would not be 
and professional journals. an allowable deduction. 
(v) Expense incurred in obtaining patent Again the advantage gained is of 


rights. an enduring nature and expenditure 

Risieniere incurred on the purchase of books 
(a) The principle laid down by Section 51 of a pha vee ar = 5 oer 
the Commonwealth Income Tax Assess- would be regarded as expenditure 
: 1936-51 can be summarized in of a capital nature, and would not 

Losses and outgoings can be deducted ne - ene Soteatien, 
from the assessable income if:— This expenditure would be deemed 
(a) ier are incurred in gaining or pro- ee aaa . aoe 
ing th Ss ble in " - . : : 
ee ee ere oe efficiency in his particular field by 


(b) they are necessarily incurred in . : : 
carrying on a business for the pur- keeping abreast with technical deve- 
lopments, and as such would be an 


pose of gaining or producing the : 
assessable income, with the exception allowable deduction. 
that losses or outgoings The cost of acquiring patent rights 
(a) of capital is regarded as a capital outgoing as 
(b) of a capital nature or it results in the acquisition of an 
(c) of a private or domestic nature asset, and no deduction is allowed 
or in respect of this expenditure. The 
(d) those incurred in relation to the position is otherwise where the 
gaining or producing of exempt object of the taxpayer acquiring the 
income, shall not be allowable patents is to sell them at a profit. 
deductions. In the latter case their cost must be 
(b) (i) Applying the above principles, fines brought to account in ascertaining 
which are levied on a bookmaker the profit or loss on sale. 





NEWS AND NOTES — Continued 


vice is operated, of course, on a strictly con- Britain. Mr. Roberts will rejoin the Victorian 
fidential basis. A special application form is Divisional Council of the Cost Institute from 
available for those unable to personally con- which he has received leave of absence. 


tact the Registrar. er See oe RE. 
New Admission. embers of the Australasian Institute 

; Cost Accountants have been deeply griev 

Frederick Norman Blacker (A.C.A.A.). to learn of the death of a young son of Mr. 

Personal. A. D. Richmond who is Australian President. 

Mr. M. G. Roberts, F.C.A.A., has just re- Members of the Councils have extended to Mr. 

turned from a Coronation trip to Great Richmond the Institute’s deepest condolence. 
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Angus 
ON SOUP. 


ENERAL Mark Clark in his book, 

“Calculated Risk,” speaks of Sir 
Winston Churchill’s enthusiasm, which 
extended to his eating. 

The General describes the gusto with 
which the Prime Minister attacked his 
soup. “When the soup was put before 
him, he tackled it vigorously, his mouth 
about two inches from the liquid and 
his shoulders hunched over. He ate with 
a purring and slurping and the spoon 
went from mouth to plate so rapidly 
you could hardly see it until he was 
scraping the bottom of the bowl and 
bawling lustily, ‘more soup’ ”! 

Iam not the least astonished to learn 
that the grandson of an English Duke 
merely slurps his soup, for I have met 
even more magnificent Knights of the 
Spoon. Arms on armour clashing bray- 
ed horrible discord, and the madding 
wheels of brazen chariots raged; dire 
was the noise of conflict when my war- 
tiors waged wanton war to the last 
spoonful. 

One friend, who owed his birth and 
upbringing to an English bishop, Eton 
and Oxford, was no mere slurper. He 
inhaled his soup! I am not easily as- 
tonished; I am far too old to feel dis- 
gust, but I am easily frightened when 
I loosen the reins on my imagination. 

As I sat at his board at his beautiful 
Essex Georgian home and heard him 
“uproar the universal peace,” I saw in 
memory a whirlpool on the West coast 
of Scotland and felt myself drawn into 
its vortex. By the time the last spoon- 
ful was sucked in, a palsy was shaking 
my few sad last grey hairs. 
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Alas, I wish I could hear great Nep- 
tune’s ocean roar once more round his 
merry board, for during my last visit 
to England the untimely frost of death 
cut down my friend. 

I have another English friend who is 
the son of an English judge and was 
nurtured at Winchester and New Col- 
lege, Oxford. He is both a soup slurper 
and a food champer. His board is a 
battleground, and my friend, like Alan 
Breck in “Kidnapped,” is a “bonny 
fighter.” 

When he has devoured his enemy he 
lays down his arms in this fashion: The 
knife is laid on the right of the plate 
at right angles with its tip resting on 
the edge of the plate. The fork is laid 
in the same manner on the plate’s left 
side. 

The only other folk I have seen rest 
their arms in this fashion were work- 
ing men in Western Queensland over 40 
years ago. 

Perhaps George Eliot has discover- 
ed the cause of soup-slurping among 
the best people :— 


“Is anyone coming to dine beside Mr. 
Casaubon?” 

“Not that I know of.” 

“T hope there is someone else. Then 
I shall not hear him eat his soup 
so.” 

“What is there remarkable about his 
soup-eating?” 

“Really, Dodo, can’t you hear how 
he scrapes his spoon? And he 
always blinks before he speaks.” 

“Celia,” said Dorothea, “pray don’t 
make any more observations of 
that kind.” 
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“Why not? They are quite true,” 
returned Celia. 

“Many things are true which only 
the commoner minds observe.” 
“Then I think the commonest minds 
must be rather useful. I think it 
is a pity Mr. Casaubon’s mother 
had not a commoner mind; she 

might have taught him better.’ 


A HOUSEBREAKER’S TRICK. 


HAVE been reading the letters of 

“the stricken deer” William Cowper. 
From his village retreat of Olney he 
told his friends (and posterity) in the 
most fascinating manner of his many 
adventures into life; of the scanty 
triumphs won by grace, the seldom- 
broken vow, the infrequent fall. 

Cowper did not make mountains out 
of molehills, but through his eyes we 
see the molehills vividly and with added 


significance. In one of his letters he 
tells the story of an interrupted slum- 


ber: “It was a thundering rap at the 
door, just after the clock struck three. 
First, I thought the house was on fire. 
Then I thought the Hall was on fire. 
Then I thought it was a housebreaker’s 
trick.” 

Till then I did not know that the 
housebreaker’s trick was practised over 
150 years ago. In truth, it may have 
been played in Rome 2,000 years ago. 
Cowper goes on to say: “The conse- 
quence of all these thoughts was the 
most nervous fever I ever had in my 
life, although it was the shortest. The 
rap was given but once, though a multi- 
farious one. Had I heard a second, I 
should have risen at all adventures .. . 


Soon after I came down I learned that’ 
a drunken party had passed through the 
village at that time, and they were ng 
doubt the authors of this witty, but 
troublesome invention.” « 

Cowper’s letter called to mind a sm 
personal adventure. Following a burg’ 
lary some seven years ago we found) 
too late, that the ordinary Yale type) 
lock is useless against the moder 
burglar. The locks were altered 
opportunity was taken to install a 
on our front door so that it can be: 
opened but an intruder cannot make 
his way in. It has occurred to me 
use the chain only once. ; 

About 11 o’clock one night I was 
working intensely when there was @” 
sharp knock on the door. There also f 7 
upon me “the worst nervous fever 7 
ever had in my life.” I fixed the chain 
and opened the door to our good sem 
geant of police who wanted me to gives” 
message to a neighbour who was out 
that evening. Shame intensified the 
“nervous fear.” i 

However, I have more excuse than 
Cowper, for apart from being a f 
neurotic, my “wision,” like that of § 
Weller, is limited, only much more 
In a word, I am not well equipped @ 
deal with Cowans. + 

I feel sure that most of my fit” 
readers (my boasting—“fifty”’—is be 
coming more like that of Falstaff 
every issue) have had a small adv 
ture which has produced a “nervous 
fever” but may recount it much bet 
than I have done mine. 

But when a poet such as Cowper tel® 
us of his experiences, a light surp 
and for a moment we live more inten 
ly, a little nearer to that “refined 
joyment of living” which Cowp 
contemporaries called civilisation. 


tS 


Te 
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